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Comment 


HE value of a searching inquiry into the experi- 
ences of others as well as a projection of the find- 
ings of such an inquiry into considerations of 

future trends cannot be over-emphasized. The Society 
is fortunate in having sponsored, in co-operation with 
the Graduate School of Business Administration of 
Harvard University, the questionnaire study on execu- 
tive training programs in industry under the able di- 
rection of Assistant Dean Glen C. Turner. 

The article in this issue by Dean Turner is the result 
of his astute analysis of the returns and represents a 
realistic discussion of the advantages, disadvantages and 
future developments in the field. 

Mr. Cunningham’s paper on the construction and ad- 
ministration of compensation plans for public employes 
sheds some much-needed illumination on this all-too-little 
studied problem. The conclusions reached are based on 
a study made of the present practices in thirty-four 
large government jurisdictions. 

Although a number of articles on the subject of job 
analysis and merit rating have been appearing recently, 
the one in this issue by A. M. Hammond merits special 
consideration because of its clear-cut analysis of the 
scope and definition of the two important but quite dif- 
ferent elements in that rather inclusive title. How to go 
about rating the job (job evaluation) and then the em- 
ploye (merit rating) is clearly and lucidly set forth. 

Miss Baker’s contribution on the role of the industrial 
relations executive in current developments in group re- 
lations comes at the psychological moment in addition to 
saying the psychologically wise thing. Her position in 
the Industrial Relations Section at Princeton gives her 
an advantage in being able to view the whole field and 
watch developments from a detached and unemotional 
plane. 

In any discussion of management’s responsibility in a 
changing world we frequently come across the glib use 
The difference 
between them and the significance of each is discussed 


of the words “principles and practices.” 


in the contribution of Professor Bradley N. Davis. If 
the wise leader would keep his industrial craft in a state 
of moving equilibrium in a turbulent economic sea he 
must have a thorough grasp of what are the enduring 
principles upon which to base his more-or-less changing 
practices. 








ANNOUNCING 





NEW PUBLICATIONS PROGRAM 


N ORDER to supply our members with a more thorough treatment of technical 
problems as well as to keep them advised, in a more informal way, of the material 
presented at chapter and other meetings, the Society announces the following ampli- 


fication of its publications program. 


Beginning with the Fall number, the regular pub- 
lication of The Society for the Advancement of 
Management will be a quarterly named ADVANCED 
MANAGEMENT. The quarterly will subsequently be 
published in February (Winter Number), May (Spring 
Number), August (Summer Number), and November 
(Fall Number). 

Each issue of the quarterly will be forty-eight pages 
in length. This means that the total number of pages 
per year will be the same as the present Journal (six 
issues a year of thirty-two pages each). 


ADDITIONAL MATERIAL 


In addition to the regular quarterly which will give 
members as much material as at present, a series of 
monographs will be issued which will be called 
SUPPLEMENT TO ADVANCED MANAGEMENT. These sup- 
plements will not be published at any regular interval 
but will be sent to the membership as frequently as 
material is received which, for some reason or other, 
cannot be held over for inclusion in the regular 
quarterly publication. Included with the supplements 
will be news releases and other material of interest 
which have formerly gone out in the News Bulletins 
and News Letters. These supplements will contain, for 
instance, papers of a current or popular nature sub- 
mitted to the Society or presented at chapter meetings 
which heretofore could not be published in the Journal 
due to the limitation of space. 

It is expected that the flexibility and frequency of 
publication as provided by the special supplementary 
arrangement will give members a maximum amount of 
excellent and timely material in usable format. 


EDITORIAL COMMITTEE SELECTED 


In order to assure a continued high quality of ma- 
terial it is important to have an editorial committee the 


members of which are keenly aware of the important 
management issues of the day, who have an interest in 
the advancement of management and who are in a posi- 
tion to aid in the discriminating selection of material. 
We are proud to announce therefore that beginning 
with the first issue of ADVANCED MANAGEMENT the 
Editorial Committee will consist of Orpway TEap, 
Editor of economic and business books, Harper & 
Brothers (Chairman) ; J. ANSEL Brooks, Professor of 
Industrial Engineering, Newark College of Engineer- 
ing; JOHN J. Furia, Director of Training, Mayor’s 
Council on Training for Public Service, New York; 
CHARLES S. ASCHER, Secretary, Committee on Public 
Administration, Social Science Research Council; and 
the following Advisory members: 


Dae YopeER, Professor of Economics and Industrial Relations, 
University of Minnesota; 


Vernon D. Kee er, Assistant Professor of Management and 
Industry, University of California at Los Angeles; 

D. H. Mackenzie, Assistant Professor of Management and 
Accounting, University of Washington, Seattle; 

H. P. Dutton, Dean of Evening Division, Armour Institute of 
Technology, Chicago; 

L. Crayton Hitt, Manufacturing Manager, Murray Corpora- 


tion of America, Detroit; 


Puitie O. YEAToON, Head, Department of Industrial Engineer- 
ing, University of Florida; 

E. T. Wittson, Chairman, Personnel Committee, Home Own- 
ers’ Loan Corporation; 

E. W. Parmer, President, Kingsport Press, Reedy & Roller 
Streets, Kingsport, Tennessee ; 

Rensis Likert, Head, Research Department, Life Insuramce 
Sales Research Bureau, Hartford; 

C. E. Butirncer, Head, Department of Industrial Engineer- 
ing, The Pennsylvania State College; 


Wi.i1AM E. Mosuer, Director, School of Citizenship & Public 
Affairs, Syracuse University. 
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Executive Training 
By GLEN C. TURNER 


Assistant Dean, Graduate School of Business Administration, Harvard University 


tends into all classes of 

business activity. No 
branch of merchandising, pro- 
duction, transportation,  fi- 
nance, or the service industries 
is without a few good ex- 
amples of first-rank executive 
training plans. Company size 
has proved to be a large factor 


FH tends into training ex- 


in choosing to inaugurate 
formal training for man- 
agement positions. Only or- 
ganizations with substantial 


executive personnel, great re- 
sources, and assurances of 
permanence seem willing to 
undertake definite procedures 
for training men formally to 
pick up administrative duties. 
Companies with fewer than 
1,000 employes and $5,000,000 
in assets seldom recognize a 
need for, or can afford, thor- 
oughgoing executive training 
programs. Both expanding 
industries and old stable in- 
dustries in the survey re- 
port well-established executive 
training arrangements. Age 
and conditions of internal 
health may influence individual 
companies to start manage- 
ment training, but on the 


whole the “life cycle” of an industry has little to do 
with its interest in developing young executives by 
faster and more certain devices. Adoption of programs 
in such diverse fields as department stores and heavy 
machinery plants, in such old established fields as rail- 
roading and in industries as new as chemicals illustrates 
the breadth of the executive training movement. A\I- 
though supporting argument for training is cast differ- 
ently in every field, the expressions of enthusiasm for it 


The discussion of executive training 
in this article is based on “Management 
Training Programs in Industry,” a 
questionnaire study sponsored by The 
Society for the Advancement of Manage- 
ment and the Graduate School of 
Business Administration, Harvard Uni- 
versity, April, 1939. The results of the 
study in detail are available in mimeo- 
graphed form. 

Companies were questioned on dates 
of program organization, number of men 
trained, recruiting methods, standards 
for trainee selection, compensation, turn- 
over, assignments to permanent jobs, and 
the objectives of training. 

Of the 402 companies questioned, 281 
sent replies. In 58 companies carrying 
65 formal training programs 26,605 men 
were trained during a 16-year period, 
1922-1937. From 111 companies explan- 
atory material was received including 
descriptions of loosely organized train- 
ing arrangements. Many of these ex- 
pressed approval of executive training 
but pointed out the difficulties attendant 
on adopting it. From the remaining 110 
companies, replies were received an- 
nouncing their failure to train by formal 
methods. Forty-seven of these replies 
explained why training is unnecessary or 
inadvisable in the respective companies. 


are well balanced; 27 of the 
39 fields of industry covered 
in the classifications of the 
survey, for example, reported 
thoroughgoing executive train- 
ing courses. 

Stability of company struc- 
ture is an important prereq- 
uisite for executive training. 
As might be expected, the 
presence of opportunity year 
in and year out is indispen- 
sable if good men are to be 
attracted into a formal pro- 
gram. Business uncertainties 
and the dread of retrenchment 
also quickly convert into a lost 
cause the wish of many 
managements for promising 
company-trained young. tal- 
ent. Consequently, companies 
undergoing internal upheavals, 
reorganization, and_ chaotic 
changes in their markets re- 
nounce executive training 
schemes quickly, either by 
choice or by necessity. 

A rough estimate on a 
quantitative basis can be made 
of the extent of executive 
training for merchandising 
and manufacturing organiza- 
tions with $10,000,000 or more 
in assets. One in every five 


corporations has a bona fide organized executive train- 
ing plan or an orientation program that sincerely re- 
spects the need of training for management posts. Two 
more in the five are maintaining some training inform- 
ally which provides wholly or partially for the develop- 
ment of executive talent. 
either have done no thinking whatever about the prob- 
lem, or, after weighing the values of a training arrange- 
ment, have repudiated all desire for a program for 


The remaining two in five 
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reasons sufficient to their officers. Refusal to train may 
therefore be deliberate or quite accidental. Positive 
opinion for and against executive training is matched 
by the unregenerate elements of business which have re- 
fused to give the training question any thought. On the 
whole, however, the briefs in support of, and in opposi- 
tion to, this new feature of business education are well 
established in the minds of alert managements. 


In Support of Executive Training 


Let the proponents of the system speak first. The 
basic objectives of executive training fall conveniently 
into a ten-point classification. 

1. A formal management training plan brings the 
principal officers of a company into continuous contact 
with a carefully selected junior personnel. Picked un- 
derstudies are groomed through a systematic process 
for positions of trust by administrators whose own re- 
sponsibilities make it impossible for them to devote time 
indiscriminately to the mass of company employes. No 
better way has been suggested to inculcate the desired 
leadership sense than to permit an understudy to watch 
and to imitate the principal executive’s behavior in ac- 
tion. 

2. An organized program counteracts the detrimental 
effects of overspecialization which the modern com- 
plexities of business organization have imposed. Men 
charted for promotions are forced to see beyond an im- 
mediate task to the broadest problems of management. 
The neophyte must be indoctrinated with company meth- 
ods and be taught to interpret the controlling policies of 
the business. Since the scope and scale of present-day 
enterprise are too great for casual inspection, the use of 
a device is justified to lift the trainee out of routines. 
He must perform in such a way that he will observe 
business operation in its broadest relationships. By 
putting picked men into touch with many departments, 
by insisting that they grasp the points of view of all 
functionaries in the company, beginners will develop an 
appreciation of the need and the means for co-ordina- 
tion within the company. 

3. Executive training helps the young man entering 
business to find himself. It tends to show the trainee 
where by inclination and personal aptitude he can best 
serve. The experience gained in several classes of work 
gives the trainee who has had no previous familiarity 
with business a good bird’s-eye view of industry and 
makes him happier and more proficient in the choice of 
the jobs he may subsequently hold. 

4. Through executive training the leadership of a 
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company is able to improve the accuracy of its selections 
for permanent junior executive assignments. After a 
trainee has been observed during a trial period, a great 
deal will be known of his inclinations, prejudices and 
capacities. Organization misfits can be discovered early 
and weeded out before injustice is done. Exceptional 
young men spending precious time in building a career 
deserve more than casual ratings ; the procedures of ex- 
ecutive training provide reliable evidence for the judg- 
ment of special abilities. 

5. Executive training is a great timesaver. Hap- 
hazard, fragmentary and sporadic teaching is avoided in 
getting the trainee ready for responsible tasks by show- 
ing him systematically the operating methods of a busi- 
ness at the management level. Men of education and 
promise are made ready for leadership posts while they 
are still young, vigorous, resilient, and enthusiastic—in 
short, when they are best prepared physically and emo- 
tionally to assume exacting work schedules and the 
heavy load of responsibility inherent in executive posts. 

6. Executive training is an excellent recruiting im- 
plement because it capitalizes a sentiment. A score or 
more companies have found, by offering a program, a 
way to enlist above-average individuals at a period of 
life when their salary needs are low and their learning 
rate is high. The implied company policy of giving 
preferential treatment to students of the executive train- 
ing course carries a poignant appeal. Programs 
founded by sincere competitive firms have built the 
prestige of the management training idea so solidly in 
the minds of college men that any new experiment with 
it is inviting. Surrounding a plan with countless reser- 
vations does not dispel the glamour of the concept for 
eager candidates. When the scenery is set so admira- 
bly, the trainee expects that he will be a preferred man 
for any key positions that may develop. Consequently, 
his judgment of the job does not rest wholly on its first 
requirements but rather upon the guarantees it seems to 
make for the future. 

7. Executive training provides a reservoir of talent 
from which able men are easily drawn. Change is the 
order of the day in modern industry. Disruptions in 
leadership personnel are unavoidably frequent in most 
large organizations—changes which are forced by ill- 
ness, death, retirement, resignations, and expulsions. A 
program is invaluable which acts as a suitable nucleus 
from which to select well-rounded adaptable men who 
are not already enmeshed in the administrative machine. 
A training program is particularly useful in growing 
organizations where expansion is contemplated. The 
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lack of suitable junior officer personnel has stymied 
many rapid readjustments—a restriction less likely to 
be felt by a company astute enough “to grow its own 
management crop.” 

8. An executive training program can furnish a lab- 
oratory for experimentation with perplexing company 
problems. Constant reappraisal of company require- 
ments follows logically from an effort to teach beginners 
what the critical issues of a business really are. The act 
of formulating an executive training scheme provides 
thought on job definition, organization methods, and the 
establishment of objective measurements for work. It 
also starts the quest for simpler and more certain ways 
to avoid unnecessary administrative risks. By teaching 
others, executives teach themselves; in turn they are 
stimulated by the trainee’s thought, his production and 
his suggestions. Imperfect as these contributions may 
be, they bring new perspective into the problems of a 
business. 

9, Executive training is also a result of commendable 
business emulation. Company leaders enjoy the reputa- 
tion of being “progressive.” By initiating new methods 
in selecting personnel, they win the respect and attention 
of the members of their own industry and the business 
world. The psychological appeal of a new training 
movement brings enormous rewards in prestige, an ad- 
vantage often in the minds of business men who experi- 
ment with the executive training idea. 

10. Finally, executive training programs focus the 
eyes of consumers and stockholders on the one indis- 
pensable agent in efficient business organization—man- 
agement personnel. The task of any management group 
is made easier if it is not required continually to justify 
If an indirect 
way is found to acquaint the public with the true func- 
tions of management, much suspicion is dispelled. Man- 


its own share in the industrial scheme. 


agement training, though it be only a subtle apologist, 
emphasizes the Herculean task of “providing for the 
succession,” and educates the public to the truth that 
promotions to positions of trust will not be accidental. 
The elaborate “window dressing” of a training plan 
often advertises that a company is diligently seeking 
rare executive qualities and characteristics in its future 
controlling officers. 

On these ten planks the case for training stands. Is 
it an indestructible platform? Not if the objections to 
formalized programs are heard. Qualified and dissent- 
ing comment combine to reveal an opposition and to 
show certain weaknesses in full-fledged training setups. 
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Objections to Formal Training Programs 


1. The legitimate use of executive training arrange- 
ments is limited to those few “protected” companies 
which have expanding opportunities for new manage- 
ment talent. Inherent in all executive training is the 
promise that its trainees not only will receive preferen- 
tial treatment for junior executive posts but that sub- 
stantially all those trained and retained will be absorbed 
into desirable control work within a reasonable length 
of time. It is seldom that such conditions appear nor- 
mally and from year to year. When they do not, broken 
commitments result, disrupting the morale of the train- 
ing group. Seeing the high hopes of competent trained 
men vanish is not pleasant; the attendant, although un- 
avoidable, embarrassment which the company must face 
does nothing to improve the regard in which it is held. 

2. Furthermore, an executive training program re- 
duces, or destroys entirely, a prized freedom of action 
in making promotions and dismissals. Rigidity is in- 
troduced into a personnel policy which purports to im- 
prove the choice of executive timber. Whether ex- 
pressly stated or not, the program commits a company 
in all honesty to consider trainees first for all key 
promotions. 

3. A huge faction of industrial life regards executive 
training as undemocratic. Every plan which manifestly 
grooms a preferred group of employes for advancement 
to control positions over the heads of trusted regular- 
line employes will be resented. Our country’s traditions 
and sentiments prompt us to regard such selective proc- 
esses as un-American. In a society whose pride has 
been that it offers equality of opportunity, an executive 
training program is apt to become a rally standard for 
dissatisfaction. 

4. Executive training places too much emphasis on 
administration and too little attention on the require- 
ments of each job a neophyte assumes. When every 
stage of training becomes a means to an end and the 
several jobs held are not valued for themselves, impor- 
tant routines are slighted and thoroughness in work is 
overlooked. A superficial understanding of many proc- 
esses and problems is gained by the trainee, but he fails 
to respect the improved skills and refined techniques on 
which a majority of employes hinge their livelihood. 

5. Chief among the objections to management train- 
ing is this: that it becomes a rather artificial and elabo- 
rate way to get something done that will come about 
naturally. Able talent pushes its way upward in any 
organization, providing its own channels of discovery. 
No special tutoring or job routing need be studied out 
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for superior men; they will create their own roads up 
through the ranks. In fact, the ingenuity demanded of 
an experienced man to find a course for recognition and 
growth is believed by some officers to be the finest disci- 
pline in the use of imagination—the best exciter of that 
initiative so essential in the executive. A paved path is 
too easy a path. Businessmen, it is avowed, had better 
avoid being sentimental about this question lest they 
stifle the very qualities they seek to develop! 

6. Executive training gives the trainee a grandiose 
sense of his own importance. The pedestal on which he 
sits is placed at a dizzy height. Frequently he enters an 
organization with bizarre notions of business functions 
and is, consequently, subject to unrealistic idea flights. 
These characteristics reduce his chances for easy as- 
similation and lead him to resent basic disciplines. Mini- 
mizing the need for hard work, overlooking the demand 
for patience, he occasionally is anathematized by asso- 
ciates. Ostracized, unhappy, and puzzled by the disap- 
proval of his fellow employes, his effectiveness is 
impaired by the too-careful plans of his superiors. 

7. Management training requires a fine balance of 
co-operation among all units of an organization, an 
equilibrium it is seldom possible to achieve. Super- 
visory duties are placed on persons who already have 
important functions to perform and who naturally be- 
grudge the hours they must devote to the program. 
This imposition on officers leads them to consider the 
cost of training as out of all proportion to the results 
attainable. Moreover, a program stalls if any individu- 
als responsible for trainees during their instruction ne- 
glect to key in with the program’s objectives. Inertia, 
interdepartmental jealousies, and personal ambitions 
among supervisors and department heads increase the 
possibilities of failure as many personnel managers can 
testify. 

8. Formal programs neglect to recognize the vast dif- 
ferences between the temperaments, abilities, and apti- 
tudes of selected recruits. The assumption that a 
certain route through a company or a prescribed mini- 
mum of basic knowledge will be adequate to develop 
men for junior executive status is said to be fantastic. 

9. Physical difficulties in scheduling training for cer- 
tain kinds of work are sometimes encountered. Where, 
the unconvinced executive asks, are the places in which 
recruits can learn at a rate rapid enough to warrant 
formalized instruction? Decentralized operations, scat- 
tered plants, remote branches, and seasonal business 
peaks are great obstacles to leaders integrating training 
work. 
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All these objections emphasize the risks and the ex- 
pense involved in undertaking full-fledged executive 
training plans. In the light of the advantages men- 
tioned heretofore it is not surprising that companies 
have sought by compromise to reap the benefits of va- 
rious substitutes for training, On the fringe of the 
executive training movement are found a number of 
tested measures which prepare young men to some ex- 
tent for management roles. What expedients are most 
common? 


Other Training Media 


The chief auxiliary training for leadership is ad- 
vanced by the endowed and public educational systems. 
Industries are turning increasingly to collegiate and 
technical schools for junior executive material. Gradu- 
ate schools of engineering and of business particularly 
furnish a significant stream of influence. While the 
course offerings of these schools seldom include subject 
matter specific enough to cover the routines of special 
companies, they heighten the student’s capacity to dis- 
cover and to analyze typical administrative problems, 
thus fulfilling the long-term needs of many firms for 
men competent to contend with complex questions. 

Trade and professional associations are instrumental 
in equipping men with appropriate training for advance- 
ment. Insurance, public accounting, and commercial 
banking are fitting examples of fields which possess 
well-formulated systems to instruct by institutional 
training. Destined to grow, this substitute for intra- 
company training is finding its way into new branches 
of industrial life because it uses efficient instruction 
methods. Distilled and codified information about the 
chief burdens of management inside the several indus- 
tries is readily accessible to the ambitious neophyte. 

Sales training and the older orthodox apprentice train- 
ing are now incorporating, in addition to job routines, 
advanced features which assist the beginner to visualize 
the broad management problems affecting his work. In 
their way they show kinship with the special purpose 
management training program, Although strictly limited 
in value and praised too highly, they reflect creative 
work which makes selection for responsible assign- 
ments easier. 

Casual rotation of beginners in jobs has become a 
splendid agency for management training. Now prac- 
ticed deliberately or unconsciously by most of industry 
for the preferred personnel, job-rotation has assumed 
an enormous significance. Conventions, interdepart- 
mental conferences for staffs, periodic company lectures 
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—all play a part as substitutes for organized executive 
training. House organs, trade publications, and pa- 
tiently prepared manuals furnish new materials to teach 
about the manifold problems besieging the executive. 

One of the oldest, most defensible substitutes for ex- 
ecutive training is the practice of using regularly a 
picked company department as a starting center for 
gifted personnel. Three excuses for selecting a par- 
ticular department are found: it may touch in a vital 
manner all the diversified activities of the business act- 
ing as a feeder of source material for important com- 
pany decisions; it may insist on proficiency and get 
better-than-average performance from its workers; it 
may be headed by a great and natural teacher who en- 
joys heartily his role as the developer of the future 
leaders of the company. An executive of this stamp 
may be depended on to watch his charges closely. By 
offering criticism and guidance he will get his best men 
ready for openings and plead their cause when promo- 
tions are made. 

Procedures for checking up carefully on the entire 
working force are sometimes thought to remove any 
cause for conducting formalized executive training. 
Periodic employe reports, supervisors’ ratings, inter- 
views, and job studies arranged for all employes by a 
personnel officer form the structure supporting selection 
and promotion in many companies. Elements of instruc- 
tion and appraisal are natural accompaniments of the 
personnel manager’s consultations. The name of the 
“watched” man who distinguishes himself is soon found 
on a preferred list from which junior executives are 
drawn. 

A Composite Training Program 

In view of the foregoing welter of opinion expressed 
by business leaders, an evaluation of the general appli- 
cability of formalized management training is not easy. 
Practices differ so widely from industry to industry that 
generalization often lacks meaning. Every company 
must set its own standards without too serious regard 
for the precedents of others. It is true, nonetheless, 
that the similarity between programs is now strong, and 
that many procedures and devices are shared in com- 
mon by those organizations having executive training 
arrangements. To understand the structure of the most 
complete plans now in force, an outline of a composite 
program lifted from the materials of the survey will 
prove helpful. 

Four phases of action characterize the building of a 
typical program: (1) inviting general interest and at- 
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tracting likely candidates, (2) selecting and recruiting 
men for instruction, (3) fitting trainees into the pro- 
gram itself, and (4) providing for permanent junior 
executive assignments. 

The average industrial or commercial company adver- 
tises deliberately that it conducts an executive training 
program. Booklets and pamphlets rich in illustrative 
materials tell the story of the company’s training policy. 
This literature is circulated in schools and colleges and 
is furnished on request by mail to all job applicants. 
Personal visits are made by personnel officers and occa- 
sionally by operating heads to several accredited colleges 
and universities each year. Magazines, particularly 
trade journals, carry popular articles about current pro- 
gram developments. Reprints of public addresses by 
speakers for certain companies publicize effectively the 
principal programs. Some few companies, to avoid 
impossible pressures, seek to inform only a limited num- 
ber of individuals in quarters from which suitable can- 
didates may be chosen. Most corporations, however, 
wish a broad cross section of the country’s youth popu- 
lation to hear of their training opportunity. 

Recruiting is customarily done at three points: in col- 
leges, at the home office, and at announced centers in 
the country where a company representative calls. Fre- 
quently, organizations leave the door of opportunity 
open for their rank and file, but few old line employes 
customarily qualify for the officer training. In manu- 
facturing pursuits the engineering graduate is sought 
for his basic technical knowledge and the quality of the 
disciplines undergone in his undergraduate course. 
Graduates in business administration are candidates pre- 
ferred by some corporations, but men with bachelors’ 
degrees in liberal arts, science, agriculture, or education 
are almost universally acceptable. It is rare to recruit 
men without college experience for strictly executive 
training, but high school graduates are occasionally 
taken. 

In estimating the suitability of candidates the personal 
interview of a company officer plays a decisive part. 
The opinions of deans, vocational guidance directors 
and faculty advisers are solicited and carefully weighed. 
Extensive application forms carry information about 
the applicant which will be sifted and verified by investi- 
gation. The standard company test is a prevalent device 
to which more and more companies resort for judging 
applicants. General intelligence tests and specific apti- 
tude tests are respected as important evidence. A psy- 
chological analysis of an applicant has been used by 
some companies as valuable corollary evidence. Opin- 
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ions differ markedly concerning the reliability of these 
measurements, 

Recommendations by responsible parties are almost 
without exception demanded of all applicants and are 
weighed heavily. Previous employment records and 
reports on experience are carefully checked as a rule. 
Supporting scholastic records, a few companies now 
give their own entrance examination in addition to apti- 
tude tests to probe the depth of a student’s information 
and to determine the quality of his social and cultural 
heritage. 

The characteristics commonly desired in the man re- 
cruited for training are, as might be supposed, those 
which mark human abilities anywhere. A fine personal- 
ity is mandatory for all but a small fraction of in-service 
training jobs. A good, though not exceptional, scholar- 
ship record is expected of the candidate. If such a rec- 
ord is accompanied by reports of participation in college 
extra-curricular activities and/or outside work of the 
self-supporting variety, its value increases. Most train- 
ing directors are in quest for young men between the 
ages of 22 and 26, a medium age average of trainees 
mentioned in the survey. Recruits are taken, however, 
in certain instances between the age of 18 and 35, the 
outside limits for effective assimilation. A good middle- 
class family background is customarily a prerequisite 
for job consideration, although the particular purposes 
of a few companies are best served by specifying that 
candidates shall have wealthy antecedents on the one 
hand, or a farm heritage on the other. 

The ingredients of a composite program that is com- 
plete include (1) the rotation of employes at intervals 
from one type of job to another, (2) a substantial num- 
ber of scheduled or specially assigned written reports 
on problems of the industry ranging from economic and 
social questions down to minute aspects of internal com- 
pany policy, (3) a series of written or oral examinations 
recapitulating what the trainee has learned, (4) a mini- 
mum amount of classroom drill and instruction in phase 
with job assignments, (5) a group of formal or infor- 
mal lectures given by the supervisor of training or by 
the principal officer and his associates, and (6) a pre- 
scribed and liberal dose of mechanical and manual ac- 
tivity. 

Job rotation familiarizes the potential executive with 
the routines and functions of many departments of the 
business. The recruit “learns to do by doing.” Written 
reports recapitulate observations and call for analytic 
capacity. Examinations provide checks for the man- 
agement on the progress of the individual trainee and a 
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suitable instrument for gauging the effectiveness of the 
teaching. Classroom instruction condenses and explains 
certain complex aspects of company procedures and 
problems and obviates the need for wasting the time of 
trainees on certain confusing features of the company’s 
operations. Lectures provide inspiration, cement mo- 
rale, broaden the scope of a recruit’s thought, and give 
him descriptions of the special jobs of executives. Man- 
ual activity is usually a correlative of job rotation in 
any event, but it is specified for its value in “deflating” 
the trainee who lacks respect for common labor and for 
the importance of doing monotonous tasks well. 

Following a training course varying in length from 
three months to three years, but usually of about eight- 
een months’ duration, the neophyte is ready for his first 
junior executive assignment. The first post will entail 
only slight responsibility. With the record of his suc- 
cesses and limitations before them the principal officers 
will suggest a position in keeping with the preferred 
employe’s aptitudes. Openings and expediency deter- 
mine where the young man will be placed. His income, 
until this promotion, has rarely been above $150 a 
month; now it will ascend sharply to make possible the 
assumption of further personal obligations or an in- 
crease in his living standards. 

The permanent assignment will differ markedly from 
previous work. Specialized functions within a single 
department will be assumed, and he will be directed and 
judged by his immediate superior rather than by a su- 
pervisor of training or a score of executives with whom 
he had previously been in contact. After assignment to 
a permanent post, his personal growth will be much de- 
pendent on the speed of his adjustment, the value of his 
contribution, and the fortunes of his department. 

In circumstances where the trained graduate is not 
kept, a small percentage of managements undertake to 
place him in situations in other companies. Most com- 
panies, however, dismiss the unabsorbed man without 
allowances and assume no responsibility for him there- 
after. The graduates of the better-known programs are 
seldom without new opportunities because of the pres- 
tige such training has. Illustrations abound in which a 
company’s training program is respected so highly that 
competing firms are eager to accept the end products of 
it. The trained man, therefore, is rarely without recourse 
in seeking new employment. 


Future Developments 


A study of executive training, it is seen, signalizes 
difficulty as well as success. The quarter century record 
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is incomplete if it fails to excite speculation concerning 
future training developments. A few suggestions are 
appropriate for increasing the efficiency and the use of 
this interesting mechanism. What can managements do 
to obtain good results with management training? 

First. Specific outlines covering the organization of 
the entire course should be organized before candidates 
for training are accepted. Too many programs have 
been oversold before they were actually conceived. It is 
surprising that businessmen who spend painstaking ef- 
fort in such feats as product design or in laying out a 
sales campaign should expect their intuition to handle 
the development of business leaders. Since some evolu- 
tionary features are logically incorporated into training 
setups anyway, it is desirable to see the training plan as 
a whole in the introductory phases. It is well to investi- 
gate the probable repercussions of a program on the 
organization before recruiting begins and commitments 
are made to young men. 

Second. The co-operation of all supervisors and as- 
sociates who surround the trainee is indispensable to 
success, Consequently, an agreemem, which covers the 
basic conditions of the training plan and in which all 
persons affected by the trainees’ presence are repre- 
sented, should be reached. Active and enthusiastic sup- 
port is needed from supervisors ; tolerance of the trainee 
must be instilled in co-workers. Lacking these requi- 
sites no program will accomplish its purpose. To pre- 
vent clashes it is helpful (1) to seek and follow advice 
from the groups affected in the program’s composition, 
(2) to make it clear at the outset how much patience 
will be required to educate the neophyte properly, and 
(3) to see that the various lines of authority regarding 
trainees are understood. A misconception of the train- 
ing arrangement by any controlling officer in the organi- 
zation has been sufficient to wreck an entire scheme. 
Even at the price of compromise, the personnel must be 
aware of the purposes and convinced of the value of the 
executive training plan. 

Third. It is advisable to draft the services of the lead- 
ing executives in the personal instruction of trainees. 
The principal officers will not be uniformly competent 
teachers, but their services give prestige to the plan and 
increase the respect with which the products of training 
are held within the organization. If outlines for the 
officers’ talks are provided and if care is taken not to 
make serious impositions on their time, the presence of 
these men in the instruction program can be more easily 
assured. 

Fourth. A training supervisor or personnel officer 
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should not have thrust upon him the whole burden of 
keeping an executive training program in motion. In- 
dispensable as his direction will be in the mechanics of 
the plan’s operation, it cannot take the place of influ- 
ence provided by department heads, foremen and branch 
managers. All too frequently it has been expected that 
a personnel officer will handle all training problems and 
assume full responsibility for results. Extensive col- 
laboration among operating heads is needed in establish- 
ing the sequence, the pace and the scope of instruction 
in management’s training policies and routines. 

Fifth. Provision for frequent checkups on the effec- 
tiveness of training will furnish a good insight into the 
viewpoints of the trainee and his reaction on those with 
whom he works. The recruit enters a strange and per- 
plexing world. The demands made upon him sorely tax 
his emotions. His morale will be strengthened by en- 
couragement, by frequent counsel and guidance. A pol- 
icy of regular trainee interviews is good common sense; 
it will surely reduce turnover, provide a better basis for 
management’s understanding of the real as opposed to 
the alleged interests of the trainee, and provoke a re- 
ciprocal appreciation and respect between future and 
present executives. Many programs today are set in 
motion with the expectation that courses and job assign- 
ments will produce results automatically. The human 
and personal significance of the relationship has been too 
little emphasized. 

Sixth. It is estimable to recruit trainees by applying 
rigorous standards of selection, but leaders must make 
sure that the standards mean something in terms of the 
organization’s executive requirements. In an attempt 
to enlist “good” men, companies make the mistake occa- 
sionally of prescribing the wrong set of qualifications 
for prospective trainees. The inventory of executive 
jobs and their pricing are quite as important as the 
control of material stocks. 

Seventh. Within predictable limits, it is the part of 
honesty and fair dealing to see that the end product of 
the training course is normally assimilated in respectable 
company junior executive posts or can find suitable 
positions elsewhere. The fact of competition can be 
maintained by predicating a turnover of marginal men 
or hopeless organization misfits only. A program is 
damned more quickly before successive sets of prospec- 
tive applicants by ruthless, wholesale dismissals than by 
any other malpractice. 

Eighth. Much misunderstanding can be avoided 
among prospective trainees if a clear statement is made 

(Please turn to page 99) 
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field of public personnel administration appear 

to be largely concerned with position classifica- 
tion and examination techniques. Too little attention 
apparently has been given to the other important allied 
subject of salary scale construction and salary admin- 
istration. As a result, few improvements have been 
made in this latter field and many governmental juris- 
dictions today use salary systems of doubtful merit and 
which had their genesis when less progressive attitudes 
toward public service prevailed. 

In an endeavor to focus the attention of public 
administrators and personnel technicians on the neg- 
lected field of salary scale construction, this article is 
presented. It deals with the existing salary practices 
in thirty-four large governmental jurisdictions and near 
the end, a salary plan is suggested which has been 
formulated after analyzing the plans in effect else- 
where. This proposal is presented in the hope that it 
will assist in hastening the day when a compensation 
plan can be evolved which will be considered suffi- 
ciently meritorious as to warrant its use as a model 
advocated for all progressive governmental jurisdic- 
tions. 

Individual conclusions as to the adequacy of the 
sampling process followed in this analysis can be 
formed after learning that the practices herein dis- 
cussed are those now in use in one or more of the fol- 
lowing thirty-four jurisdictions: 


[sets of patio pe during recent years in the 


United States Government 
Dominion of Canada 

Tennessee Valley Authority 
Twelve State Governments 

Four County Governments 
Thirteen Major Cities 

One City Board of Education 

One Municipal Utility Department 


Number of Steps in Existing Salary Scales 


Due to the early realization that public employes 
must be provided with incentives which would encour- 


age eagerness to advance, many governmental juris- 
dictions have long adhered to the policy of providing 
group advancements or steps in their salary scales. The 
theory behind such a policy has been that a new em- 
ploye entering the service can begin at the first rate 
in a given scale and advance to higher rates after he 
has been on the job a stated period of time and his 
efficiency has improved. The advancements, both in 
number and amounts, are intended to be sufficiently 
great as to create in employes incentives to improve in 
performance. 

It would appear that considerable agreement would 
exist as to how many advancements should be pro- 
vided and the amounts of such advancements, but 
apparently there is no standard practice followed. The 
number of steps in a salary range in the Federal serv- 
ice, for example, is generally seven, while in some 
jurisdictions, only three steps are used, with a few 
following even a two-step plan. Some jurisdictions, 
of course, still use the flat rate plan and provide only 
one rate for each position. 

The table below summarizes the practices used in the 
thirty-four major public agencies covered in this study. 
In many of these jurisdictions, more than one advance- 
ment plan is used. 


Number of Steps Provided in the Salary 
Scales of Thirty-Four Jurisdictions 
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An interesting development during recent years in 
the construction of salary plans is the provision for a 
minimum and a maximum rate for each class of posi- 
tions with considerable freedom given to the adminis- 
trator to pay employes either of these two rates or any 
amounts between the two limits. Of the thirty-four 


jurisdictions studied, seven use this plan exclusively. 
Some advocate that when this plan is used, a financial 
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control be adopted whereby the average of the salaries 
of employes in a giving salary range in a given bureau 
or department shall not exceed the mathematical aver- 
age of the rates of that range. 


Ideal Number of Steps in a Salary Scale 


The reason for the great difference in the number 
of steps employed by the various jurisdictions is found 
in the divergence of opinion as to the ideal number of 
steps which should be provided. All who advocate the 
scale-advancement principle are in agreement that a 
sufficient number of steps should be used to create 
incentives but they do not agree as to the number nec- 
essary to accomplish this desirable objective. 

The opinions of personnel technicians in twenty- 
seven of the thirty-four jurisdictions covered in this 
study were obtained and are summarized below: 


Preference as to the Number of Steps ina 
Salary Scale for Public Employes 


No Ideal Number Exists .......... 9 
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It is interesting to note that only seven of the eight- 
een jurisdictions indicating that an ideal number does 
exist are now using the number of steps which they 
state represents the ideal number which should be used. 

The reasons given by the various jurisdictions for 
the preferences which they advance indicate that con- 
siderable additional thought is desirable before a uni- 
form salary plan can be advocated which will receive 
widespread recognition and adoption. Cook County, 
Illinois, for example, in advocating three steps as the 
ideal number does so on the basis that the first step 
represents the amount which a new employe should 
receive, the middle step is the amount of the intrinsic 
worth of the employe’s services, and the third step 
represents the amount deserved by the employe as a 
reward for long service. Those jurisdictions advocat- 
ing more than three steps feel that this number is inad- 
equate because it does not provide a sufficient number 
of advancements to keep alive the employes’ ambitions. 


Amount of Difference Between Minimum and 
Maximum Rates 
As previously indicated, there are two essential ele- 
ments which should be considered in the construction 
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of a desirable group advancement salary plan. The first 
is the number of steps necessary to encourage a desire 
on the part of the employe to improve his efficiency 
and the second is the amount of the increase which 
the employe will receive when he is advanced to a 
higher step in the scale. 

This study has disclosed that the spread between the 
minimum and maximum of a given salary scale has 
been set at no fixed percentage or amounts. In fact, 
only six of the twenty-seven reporting jurisdictions fol- 
low a fixed rule in this connection. 

The State of Illinois, for example, provides a spread 
of 30 per cent to 33 per cent over the minimum for 
positions in low grades, 25 per cent for intermediate 
grades, and 15 per cent to 20 per cent for positions in 
the high grades. The City and County of San Fran- 
cisco uses a spread of 20 per cent as a general rule, 
while the plan in use by the Los Angeles City Board 
of Education requires that the maximum rate exceed 
the minimum rate in every case by 25 per cent. This 
latter percentage spread was deemed by the Personnel 
Classification Board of the United States Government 
as the most desirable to use in salary plan construc- 
tion, although the Federal government does not oper- 
ate in accordance with this policy. 


Period of Service Before Advancements are Made 


Twenty-one of the thirty-four jurisdictions with 
which contact was made for this study require that an 
employe serve for a period of twelve months before he 
is permitted to advance to the next highest rating in the 
salary scale for his position. These jurisdictions operate 
on the theory that this period of time must elapse be- 
fore the employe has demonstrated the necessary ability 
which entitles him to an advancement. 

On the other hand, five jurisdictions permit group 
advancements at the end of six months, while eight do 
not follow any fixed group advancement plan. 

Attention is called to the fact that there can logically 
be a close connection between the period of time al- 
lowed between group advancements and the number of 
steps in the salary scale. Where the number of steps 
is great, it is possible that the entrance rate is con- 
siderably lower than it would be if a fewer number of 
steps was provided. Thus, the monthly salary rate of 
a position may be $130-135-140 under the three-step 
plan, while under a five-step plan it may be $120-126- 
132-138-144. Under such conditions, it is probable that 
jurisdictions using the larger number of steps may 
consider it advisable to permit advancements, particu- 
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larly in the first two or three steps, sooner than twelve 
months. 


Basis on Which Advancements are Allowed 


The author is assuming that public administrators 
and personnel technicians agree that the primary value 
of a salary advancement plan is in the incentives which 
it creates in public employes to increase their indi- 
vidual efficiency in their respective tasks. By demon- 
strating exceptional performance, they can be rewarded 
by advancements to higher steps within the salary 
ranges of their positions. Likewise, if their efficiency 
remains stationary or declines, they can be denied 
advancements or even reduced to a lower rating within 
the established range. 

Based upon the above assumption, any salary ad- 
vancement plan which permits employes to be advanced 
purely on the basis of seniority, regardless of their 
performance, loses its value inasmuch as no incentives 
for better performance are provided. The inevitable 
result is that the inefficient employes soon find them- 
selves receiving the highest rate in a given scale and 
the newer employes realize that they will attain the 
same salary status through automatic advancements 
irrespective of their individual merit based on _ per- 
formance. 

The fact that twenty-one of the thirty-four jurisdic- 
tions studied do not permit automatic advancements 
is a promising sign to those desiring that full value 
of group advancement plans be realized. Of this num- 
ber, all but three jurisdictions permit advancements on 
the basis of performance records. Advancements in 
the three jurisdictions not using this basis are con- 
trolled exclusively by the budgetary appropriation. 

In most jurisdictions, the authority for allowing 
advancements is placed exclusively in the head of the 
department in which the employe works. However, 
in some cases, the approval of the personnel agency 
or the central administrative body must be obtained 
before the advancements become effective. 


Overlapping of Salary Ranges 


In jurisdictions using group advancement plans, it 
has been found to be very difficult to avoid overlap- 
ping in the salary range of one class of positions with 
the range of the next higher class. Such overlapping 
is inevitable if each range is to have a sufficient spread 
as to provide room for growth from the learning stage 
of a job to the efficient execution of all of the duties 
of that particular position. 
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While it is fair to assume that an experienced man 
in one rank is worth more than a beginner in a posi- 
tion in the next higher rank, nevertheless, the con- 
sensus of opinion is that overlapping of ranges should 
be avoided as much as possible. The most frequent 
and potent argument voiced against overlapping ranges 
is the bad effect such a practice has on the morale of 
employes. 

Of the thirty-one jurisdictions reporting on this 
particular phase of the salary plans which they employ, 
twenty stated that their salary ranges do overlap, while 
eleven use no overlapping rates. Five of the eleven 
jurisdictions encountering no difficulty with overlapping 
ranges use the minimum and maximum rate plan with 
no designated steps between, three jurisdictions use 
three steps, one uses four steps, one uses five steps 
and the remaining jurisdiction uses a plan of five steps 
for positions with salaries in excess of $105 per month 
and seven steps for all positions paying less than that 
amount. 


Rate at Which New Appointments are Made 


The theory followed in the construction of group 
advancement salary plans is that new employes will be 
appointed at the first rate in a salary range and be 
advanced to succeeding steps in that range as their 
services become more valuable as demonstrated by their 
performance. However, this study shows that some 
jurisdictions appoint new employes at steps higher than 
the minimum rate in the existing range, although this 
practice constitutes an exception rather than the general 
rule. The general reason given for following this 
procedure is that appointments sometimes must be made 
at above the first rate in order to secure persons with 
exceptional ability. 

Twenty-nine jurisdictions supplied information on 
this phase of their compensation plans and of this 
number, seventeen never make appointments above the 
first step in the range while the remaining twelve juris- 
dictions occasionally resort to this practice. 

In view of the fact that governmental jurisdictions 
operate under a political system, many leaders in the 
personnel field advocate the policy of permitting no 
appointments at rates above the first step in a salary 
range. They admit that such a hard and fast rule may 
result in occasional difficulties, due to the inability of 
securing persons of unusual competence, but any devi- 
ation from the standard procedure advocated will, it 
is believed, open the door to wide abuses far outweigh- 
ing the occasional disadvantages. 
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Salary Reductions for Incumbents 


Much has been said above about the advancement 
of employes to higher salaries within ranges based 
upon their merit as demonstrated by performance, but 
attention must also be given to the reduction in sala- 
ries for employes whose proficiency declines. 

It is discouraging to find that some jurisdictions 
express the opinion that salary reductions should not 
be permitted because such a practice would not be 
“good Civil Service.” Such an attitude may be largely 
responsible for the criticism frequently directed at the 
merit system to the effect that once a person gets inside 
the walls his employment is protected for life irre- 
spective of his performance. 

However, this study has found that nineteen of the 
twenty-nine reporting jurisdictions do make provision 
in their compensation plans for salary reductions within 
ranges when such are deemed necessary for reasons of 
poor performance or improper discipline. All juris- 
dictions express the feeling that this practice should be 
followed with caution due to its detrimental effects if 
arbitrary methods are employed. 

When considering the subject of salary reductions 
for public employes, the question also arises as to the 
proper procedure to follow when an entire salary range 
is reduced to a lower level. This problem usually 
arises following a complete salary survey which shows 
that the existing rates for certain classes of positions 
are higher than can be justified and a lower salary 
range is established. Faced with the fact that several 
employes of long tenure and possessing satisfactory 
performance records are receiving the former high 
salaries, a serious problem confronts those administer- 
ing the compensation plan as to whether these employes 
should continue to be overpaid or be reduced to the 
lower but correct salary level. 

Information relative to the policy used in twenty-six 
jurisdictions shows that when such a problem as ex- 
plained above arises, the general practice is to make 
no reductions until the incumbents leave the service. 
The new employes are then recruited at the lower 
salary range which was established. Seventeen of the 
twenty-six jurisdictions adhere to this practice while 
the remaining seven effect the reductions even for the 
employes filling the positions at the time the new range 
is established. 
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A PROPOSED COMPENSATION PLAN 
FOR PUBLIC EMPLOYES 


The conclusions resulting from the study of com- 
pensation plans used by the thirty-four jurisdictions 
discussed in this article may rightfully be expected in 
order that the reader will possess information which 
may be of value in establishing new plans or revising 
existing ones. In an effort to meet this obligation, the 
general outline of what is considered to be a logical 
and fair salary plan is described in the remaining para- 
graphs of this article. 

It should be stated, however, that the proposal pre- 
sented below is only partially built upon the plans in 
use elsewhere. Past experience and present knowledge 
pertaining to salary administration have been drawn 
upon also in order to formulate a workable plan which 
it is hoped is worthy of serious consideration by all 
progressive jurisdictions. 

The following proposal is submitted for considera- 
tion : 


1. There should be five rates or steps in the range for 
all positions, with the exception of positions filled by 
skilled tradesmen, laborers and seasonal or temporary 
employes. 

Five steps within a range are offered as the most 
desirable number for regular full-time positions inas- 
much as this number encourages incentives among em- 
ployes over a reasonable period of time, permits the 
formulation of salary ranges without serious over- 
lapping and allows a desirable range spread. 

It is considered advisable to pay flat rates to skilled 
tradesmen, laborers and temporary employes as many 
of the considerations in favor of a five-step plan do 
not apply with equal force to these classes of positions. 
Bricklayers and ditch-diggers do not increase in profi- 
ciency with the passage of time and temporary em- 
ployes are employed only for short, intermittent service. 


2. The maximum rate in a salary range should exceed 
the minimum or starting rate by twenty per cent. 


The exact percentage of range spread is subject to 
individual opinion but it is believed that a spread of 
twenty per cent is sufficiently great to secure the max- 
imum effort and efficiency from the average employe. 
For any advancement beyond this percentage, the em- 
ploye would have to seek promotion to a position of a 
higher rank. 

When establishing ranges with five steps and a twenty 
per cent spread, it is proposed that the rates be figured 
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to the nearest dollar and the difference between the 


intermediate rates should be as nearly equal as pos- 
sible. 


3. All new appointments to positions should be at the 
minimum or first step in the salary range. 


While there may be extraordinary cases where an 
exception to this rule would be justified, it is never- 
theless advocated that it be followed in every case 
where new employes are appointed to the service. Any 
deviation from this practice would have a tendency to 
impair employe morale and encourage illegitimate in- 
fluences to have appointments made to steps above the 
minimum rate. 

It is proposed that this rule not apply to promo- 
tions to higher ranking positions of employes already 
in the service. In view of the inevitable overlapping 
of ranges in the five-step plan, the situation would 
undoubtedly exist in which an employe promoted to 
a higher position would receive a reduction in salary 
by such action. In order to prevent such situations, 
it is proposed that in cases of promotions, employes 
be given the first rate in the higher salary range which 
will provide an increase in salary over his former com- 
pensation. 


4. No advancements in the salary range should be auto- 
matic. 


Any automatic system of increases is open to the 
serious objections that it is of no value in spurring on 
the individual to increased effort and proficiency. In- 
deed, it may well be that the employe should remain 
longer at his present rate or even be reduced in com- 
pensation rather than receive an advancement. 


5. Advancement to the next step in a salary range 
should not be made until an employe has worked for 
at least one year at his present rate. 


It was shown that this practice is followed by the 
majority of jurisdictions covered in this study. The 
period of one year is considered to be a logical length 
of time in which an employe can demonstrate his ability. 
Also, the possibility for an increase once a year is 
sufficient to keep alive an employe’s ambition. 

If the salary-fixing authority has purposely estab- 
lished the entrance rate in the five-step plan at a figure 
considerably less than the actual worth of the job, some 
may contend that advancement from the first to the 
second step should be made sooner than one year. How- 
ever, as a standard practice, it is advocated that advance- 
ments be made only at one year intervals. 
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6. At the expiration of one year of service in a posi- 
tion and at the expiration of each successive year there- 
after until the maximum rate in the salary range shall 
have been attained, the quality of service of each em- 
ploye should be carefully considered by his superior 
officer, with a view to recommending for or against 
advancement of the employe to the next higher rate 
or even a reduction to a lower step in the range. The 
recommendation should be submitted to the jurisdic- 
tion’s central personnel agency for review before final 
action is taken. 

This procedure is proposed as a desirable alternate 
to the automatic advancement principle. By its use, 
a definite incentive would be provided for employes in 
accordance with good administrative practice. 

In the event the superior officer recommends against 
advancement or recommends that the employe be re- 
duced to a lower step within the range, the affected 
employe should be notified wherein he is deficient, in 
order than he can strive to correct his defects during 
the next twelvemonth period. 

Review by the central personnel agency is proposed 
in order that employes would receive fair treatment, 
particularly when reductions in the salary range are 
contemplated. 


7. When a salary range is found to be higher than is 
justified and therefore is reduced in amounts, the new 
range should be received by both incumbents and new 
employes. 

This proposal admittedly does not conform to the 
practice followed by the majority of jurisdictions but 
it is submitted nevertheless in view of its justification. 
The author cannot convince himself that it is proper 
to grant increases to employes found to be underpaid 
without likewise reducing the salaries of those employes 
found to be overpaid. 

The situation usually confronting those at the head 
of governmental jurisdictions following a general re- 
classification and salary survey is that many employes 
are found who are entitled to salary increases and also 
a number are found who are receiving greater salaries 
than should be paid. To allow the increases but make 


no reductions in the salaries of overpaid employes, 
many times results in such a great additional financial 
burden that the results of the entire survey are lost 
due to pressure exerted by taxpayers’ groups. The final 
outcome is that nothing is done and undesirable salary 
conditions continue to prevail. 

While unpopularity will be encouraged with affected 
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public employes, it is nevertheless advocated that juris- 
dictions adhere to the policy of remunerating employes 
for the actual value of their services, irrespective of 
the internal pressure exerted upon the salary-fixing 
authorities to protect unfortunate incumbents. 


Conclusion 


The seven points just discussed are not intended to 
represent a complete treatment of all the factors con- 
nected with the construction and administration of a 
compensation plan for public employes. For example, 
the use of service ratings as the proper basis for recom- 
mending advancements or reductions within a scale 
has not been mentioned. Also several detailed con- 
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siderations have been purposely avoided in the interest 
of brevity. An attempt has been made to cover only 
the main features which can serve as guide posts by 
those giving further consideration to this subject. 

As a final comment, the writer insists that the day 
has arrived in governmental administration when a 
scientific approach should be undertaken on matters 
pertaining to compensation techniques. The depression 
with all of its attendant influences directed much atten- 
tion to the subject of public employes’ salaries and it 
is incumbent upon every personnel technician and pub- 
lic administrator to explore all possibilities which may 
result in improvements in this important field of public 
administration. 





Executive Training 


(Continued from page 93) 


to them early in their work of just what is expected of 
them and what they may, in turn, expect from the com- 
pany. A roseate painting of an attractive but unattain- 
able future will convince but once. Oversight and 
neglect are responsible for most misconceptions of the 
possibilities in a trainee’s future rather than intentional 
misrepresentation. 

Ninth. The timing of the several phases of training 
should receive careful study. Stalling the growth of 
trainees at intervals is costly. Routine assignments of 
work essential at one stage reach a point of diminishing 
returns. An unbalanced timing of a training cycle has 
destroyed the effectiveness of otherwise noteworthy 
training arrangements. 

Tenth, Executive training should not be expected to 
justify immediately the considerable expense involved. 
A plan running on a pay-as-you-go basis is either a 
fraud or an oddity. Dividends on such a long-term 
investment cannot materialize short of several years. 
This statement has several implications. Trainees should 
not be paid wholly for their current services to the 
company or in strict accordance with the departmental 
wage scale for the particular job performed. Neither 
should the program be used, plausible as the suggestion 
appears, as an excuse to pay substandard salaries. While 
it is clear that the appointees are getting essential busi- 
ness education at company expense, they must maintain 
themselves in a society incessantly putting demands on 
their meager resources. To expect that they will be 
thoroughly adjusted in the learning process under the 


stress of abnormally restricted living conditions is a 
trifle unrealistic. It is absurd for the employer to expect 
that his new charges will fail to consider starting sal- 
aries important. Well-chosen candidates will, of course, 
be interested in the enormous correlative advantages of 
training, but they usually lack the means of subsidy for 
in-service training that does not carry itself. A starting 
wage set to care for minimal requirements of a good life 
probably will bear rich compensations for the employer. 
A frequent cause for the trainee’s dissatisfaction is re- 
moved, permitting his loyalties and enthusiasms to grow. 

Finally, an executive training program cannot be all 
things to all men. Some differentiation is clearly needed 
among the multiple purposes which many orientation 
programs are expected to serve. The needs of all en- 
trants into a company undoubtedly are the same for a 
short period, but it is not long before a point is reached 
where the aims of sales training, technical training, and 
trade training widely diverge. Executives ought to 
recognize when and where this break occurs. Those 
operating blanket orientation programs will profit by 
rethinking their problem and by deciding accordingly 
whether ambitious organized training for management 
positions is worth its cost. Circumstances that do not 
call for elaborate training will be met adequately at 
times by resorting to various substitutes for executive 
training. When a piecemeal plan is in force, company 
leaders should guard themselves from the human tend- 
ency to estimate it too highly and to demand impossible 
things of it. 





Job Analysis and Merit Rating 


By A. M. HAMMOND 


Business Research Corporation, Chicago 


O GET a clear picture at the start, of what this 
paper is to cover, let us point out that the first 
process is to rate the job. The second process is 

to rate the man in the job. 

Rating the job, or job evaluation, is the process lead- 
ing to the determination of the proper pay range for the 
job. It involves four steps. 

First, job analysis; that is, breaking the job down 
into its elements,—duties, responsibilities, contacts, haz- 
ards, and the qualifications required for the proper per- 
formance of the work. 

Second, classification; that is, grouping of jobs into 
categories based on kind of work performed, and bring- 
ing together all jobs under one title that have similar 
duties and qualification requirements. 

Third, rating or grading; that is, determining the de- 
gree of importance of the job relatively to all other jobs, 
and 

Fourth, gathering of comparative pay data and de- 
termining on the pay ranges of the jobs in question. 

Rating of the man, or merit rating, is a process of 
determining with what degree of excellence an employe 
is performing his work. 

The first part of this paper will be devoted to a dis- 
cussion of the evaluation of the job. 

The second portion will be devoted to a consideration 
of the rating of the man performing the work of the job. 


Job Evaluation 


Job Analysis: The first step in the evaluation of jobs 
is job analysis. It involves the gathering of descriptions 
of duties and qualifications. 

One of the following three methods, all of which have 
been found satisfactory, is recommended for the collec- 
tion of statements of duties. The choice depends upon 
the conditions at hand. (1) Have the employe tabulate 
the duties, time spent, contacts with other jobs, and 
other pertinent data on a form submitted for that pur- 
pose, or (2) Have the department, sub-division or sec- 
tion head prepare duties statements for each class of 
position under his supervision, or (3) Have job descrip- 
tions prepared in conference by representative groups. 


1 Paper presented at the Spring Regional Conference on Industry’s 
Adjustment to Society, sponsored by the Chicago Chapter of The Society 
for the Advancement of Management, April 21, 22, 1939. 


Close supervision of the initial work under either of 
these alternatives is necessary in order to be sure that 
all pertinent facts or distinguishing information regard- 
ing the positions are included. 

The statements of duties thus prepared and submitted 
to those in charge of the classification work must be 
carefully analyzed to determine whether they are suf- 
ficiently descriptive of the job to convey, to those doing 
the classifying, the basic and characteristic duties and 
responsibilities of the position, its functional relation- 
ship to other positions, and its relative place in a com- 
pany-wide scheme of positions. It will prove helpful, 
in order to get the best picture and relation of the posi- 
tions to each other, to prepare a rough outline or chart 
of the organization. 

Classification: The second step is classification, includ- 
ing the preparation of job descriptions. 

A satisfactory classification of positions should be 
company-wide in scope, including under one title all 
positions or jobs throughout the company which have 
essentially the same duties, responsibilities and qualifica- 
tion requirements. 

For this step in the work we have at hand the state- 
ments of duties collected under the preceding step, 
arranged in department or organization order ; positions 
which from an operating viewpoint are closely related, 
but which from a hiring or classification viewpoint are 
probably quite different. 

For example, we might have machinists, cost account- 
ants, laborers, clerks, and engineers all within one de- 
partment. Some methods of wage determination take 
no cognizance of this, but attempt to compare these jobs 
one with the other, irrespective of the dissimilarity of 
the basic qualifications, Better results in this work are 
obtained if positions are sorted, first, into functional 
groupings or services, that is, broad classifications of 
jobs, based on the general similarity of qualifications 
and lines of work. For example, such groupings would 
include skilled trades positions, clerical positions, engi- 
neering positions, sales positions, accounting positions, 
and so on, depending upon the diversity of work and the 
number of classes of positions involved. 

Through this general grouping process, similar posi- 
tions are brought closer together and the classifiers are 
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ready to proceed with the work of actually determining 
the classes of positions to be established, or which must 
be recognized. These classes may comprise one or more 
of the present existing jobs represented by the duties 
statements submitted. Job specifications are prepared 
ior the classes thus set up, in order that all of the data 
relative to the position shall be immediately available 
when the actual rating of the job is undertaken. Job 
descriptions should show in some detail the duties, 
responsibilities, qualifications, immediate superior and 
principal lines of promotion. 

Rating: With this basic work completed, the jobs or 
classes of positions thus established are ready for the 
rating operation, preliminary to the determination of 
the pay schedules. 

The setting of wage rates involves two distinct prob- 
lems: (1) The problem which involves the determina- 
tion of a general salary scale, consistent with local 
living costs, and wages with particular reference to the 
lowest base rate paid, and (2) The problem of the as- 
signed staff in determining the relative value of the job. 

It is the second of these problems with which we are 
immediately concerned and shall deal with first. 

A good rating scale is a valuable tool in job evalua- 
tion work and makes it possible to set up satisfactory 
and defensible wage and salary schedules. The valu- 
ing of positions through the use of a rating scale is 
only one of the elements or methods in a comprehensive 
program of salary determination. The pay schedules 
resulting therefrom must be modified to meet the con- 
ditions found before the final determination of the 
wage rates. 

It should be noted at this point that, generally speak- 
ing, no rating scale can be prepared which is applicable 
in total to all companies alike. The nature of the busi- 
ness of the company or the service rendered by the com- 
pany all have a definite bearing on the content and 
relative weight of each of the basic factors with respect 
to the jobs and positions. Experience has shown that 
rating scales should be imdividually designed to meet the 
actual problems of the type of company in question. 

Before elaborating on the basic factors of the rating 
scale used herein, it should be emphasized that we are 
dealing in this portion of the subject with a method for 
the rating of jobs, not people, and therefore personal 
characteristics and individual performance on the job, 
such as production, workmanship, dependability, judg- 
ment, etc., have no place in such a plan. These latter 
factors deal primarily with the ability of the individual 
workman to fill the job, and as such should be a part of 
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the personnel or performance rating scale. They cannot 
form a part of the scale used for the determination of 
basic wage rates. 

Five main or basic factors form the background for 
the rating scale here used: (1) Responsibility; (2) 
Knowledge, Skill and Experience; (3) Work Complex- 
ity; (4) Contacts, and (5) Working Conditions. 

Sub-factors are set up under each basic factor, the 
number of sub-factors varying under each according to 
the relative degree of importance and the breakdown 
necessary to evaluate the job properly. 

Under each sub-factor in the scale is a set of step 
definitions, graduated to represent values from zero to 
the total value of the sub-factor. These step definitions 
are meant only as a guide for the use of the scale and 
are not intended to be all-inclusive, nor to cover every 
condition, but rather to give examples of the controlling 
points or relative degrees of importance of that sub-fac- 
tor. The weights assigned to the various degrees under 
each sub-factor are subject to a further breakdown, in 
cases where the position being rated falls into relative 
importance between the steps as outlined. 

The matter of the construction and weighing of a rat- 
ing scale is a subject by itself and space will not permit 
our going into detail regarding this phase of the ques- 
tion. 

In actually rating the job, a representative group of 
raters composed as follows has been found to be success- 
ful: (1) A representative of the Industrial Relations 
Department, (2) A person selected by the company be- 
cause of his thorough knowledge of the positions being 
rated, and (3) The staff representative in charge of the 
work, 

It is not meant to imply that the actual rating of jobs 
should be limited to a selected management group, such 
as just mentioned. A rating scale, properly constructed, 
should be able to stand up under all fair conditions. 
For example, where employe representatives have been 
used to assist in this work, or where management rat- 
ings have been checked by employe representatives, it 
has been found that their relative ratings corresponded 
satisfactorily with the ratings of the previously sug- 
gested group. 

In the rating process, each class of position is taken 
up separately for each sub-factor. The job is carefully 
analyzed in its relation to others. The duties are re- 
viewed and a value is assigned according to the scale, 
provided the position possesses any of the characteris- 
tics of the sub-factor under consideration. 

Following the rating operation, a chart is prepared to 
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show graphically the distribution of present wages for 
positions arranged in ascending order of importance as 
determined by the scale. 

The class titles, together with the number of incum- 
bents in a class, are first inserted on this chart at their 
respective ratings, that is, from right to left, across the 
bottom of the chart. The salary scale extends from the 
bottom to the top of the chart. 

The present wages of the incumbents for the classes 
are next entered on the chart in their respective posi- 
tions. 

Vertical broken lines or rank lines are then deter- 
mined as to position and inserted on the chart. Rank 
lines separate jobs of different rank. For example, basic 
entrance jobs are in Rank 1; junior positions are in 
Rank 2; then follow ranks for Intermediate, Senior, 
Principal, etc. The ranks normally present a promo- 
tion sequence. 

The weighted average for each rank is then computed, 
being the average of all salaries and the average of all 
ratings and the point of intersection of these averages 
in the rank is denoted on the chart by an “X” mark. 
The “X’s” are connected by a broken line and this 
broken line is then smoothed and a solid straight line, 
or weighted average line is then inserted on the chart. 

Minimum and Maximum Salary Rates: The correct 
location of the line to indicate the theoretical minimum 
and maximum salary rates for each position is the prob- 
lem next at hand. 

We may be inclined to think that a position is com- 
pensated for by a single fixed rate, and that this same 
salary applies to all incumbents of a job and question 
whether minimums and maximums for positions really 
exist. It has been recognized generally that in office 
positions the minimum and maximum for each class of 
position normally does exist, but that trades positions 
usually have one standard rate for a job. It has been 
found that there is today an increasing number of labor 
agreements which provide not only for two and three 
grades of jobs which have been generally considered as 
one job in previous agreements, but which in addition 
set up minimum and maximum rates within the grade 
and definite regulations for going from the minimum 
to the maximum, and from one grade to the other. 

At this point in the process of establishing a minimum 
and maximum rate it is necessary to determine what the 
base pay is to be for the lowest key position in each 
functional group. This is done after considering all 
data submitted, such as cost of living, local rates, com- 
pany policy, etc., and the lower line or minimum line on 
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the chart is begun at this point. The upper line, or 
maximum line, is established to represent roughly a 
thirty per cent spread between the minimum and maxi- 
mum. If the minimum and maximum lines were theoreti- 
cally established according to the chart, their relative 
distance from the center line, or the weighted average 
line, would be proportionately the same all the way up 
the scale. Appraisal of the job, however, may show 
that in some of the ranks there are employes who have 
been paid for their long service, rather than for the true 
value of their work, or it may show that in certain posi- 
tions the employes are paid low rates, perhaps because 
conditions made hiring at such low rates possible. Thus 
the curve must be modified to meet the conditions found 
and to offset abnormal influences. 

Comparative Wage Data: On the chart prepared 
there will probably be considerable difference between 
the present and proposed rates. It will be necessary, 
therefore, to test and prove the practicability of the pay 
ranges thus tentatively established. 

For this purpose certain key positions are selected, 
upon which comparable pay data can be secured from 
companies in the community where positions and work- 
ing conditions are similar. 

Some companies because of the specialized type of 
their products, may find difficulty in securing com- 
parable wage data in their immediate locality. It is pos- 
sible to surmount this obstacle by setting up of base 
differentials for areas. There are plenty of wage data 
available today on standard occupations in practically 
every city of any size in the United States from which 
basic differentials can be determined. Thus, you can 
translate the wage rates from any locality into pay rates 
for your company. 

One of the most dependable methods of obtaining 
comparable wage information is through a personal sur- 
vey, thus actually comparing the duties and working 
conditions of the key positions with those in other com- 
panies. Under this method you will be able to throw 
out as not comparable rates which under a telephone or 
mail survey would probably be accepted. 

With these comparable wage rates at hand it is now 
possible to test the pay ranges established on the first 
chart. 

A comparative wage data chart is next prepared simi- 


lar to the first chart with the minimum and maximum 
lines entered thereon in relatively the same position. 
The wage rates from the comparable wage information 
obtained are next inserted on this chart at their re- 








ive 
ige 
up 
Ow 
ive 
"ue 
)S1- 
ise 
1us 


ind 


red 


en 
yay 


ed, 
om 
rk- 


m- 
Os- 
ase 
ata 
lly 
ich 
can 
tes 


ing 
ur- 
ing 
ym- 
‘Ow 
or 


iow 
irst 


mi- 
um 
on. 
ion 





July, 1939 


spective points opposite those positions selected for the 
wage survey. 

Rates of pay which fall outside the limits of the 
minimum and maximum lines are analyzed carefully. In 
many cases it is found that the duties and responsibili- 
ties of these positions vary from those for the positions 
used in obtaining the comparative data. Other rates on 
the chart may also be disqualified for one reason or an- 
other. If the comparative rates accepted fall well within 
the tentative range lines we may conclude safely that 
our proposed minimum and maximum lines indicate ap- 
propriate range limits for the company for which the 
study is being made. 

The indicated minimums and maximums are analyzed 
separately for each job in order to make any slight ad- 
justment or practical revisions in the rates, if needed, 
based upon any special requirements of the position or 
modified by departmental conditions, such as (a) possi- 
bility or lack of possibility for promotion; (b) opportu- 
nity for acquiring skill within the position (apprentice- 
ship) ; (c) relationship of the position to other positions 
of a similar nature in other parts of the company, and 
so on. 

Consideration might be given briefly at this point to 
the steps in the wage scale from the minimum to the 
maximum. 

Good practice generally recognizes along with length 
of service certain fairly well-defined merit considera- 
tions for advancing employes within the salary range, 
such as the following: (1) The minimum or starting 
rate for the position; (2) The rate for improved pro- 
duction; (3) The rate for skill reflected in production 
at or above standard; (4) The rate for versatility or 
ability to do several kinds of work, or even to accept a 
higher degree of responsibility upon occasion, and (5) 
The maximum rate, reserved to compensate an employe 
for all-around ability and high value to the company. 

Just how much weight should be placed upon length 
of service is a debatable subject, but it seems to be 
largely a matter of company policy. There is a tendency, 
however, among the more progressive companies, to- 
ward a diminishing importance of this factor in deter- 
mining the salaries for employes, but instead to 
compensate length ofservice by special privileges rather 
than by salary, such as longer vacations for long service 
employes, more liberal sick leave, accumulated pension 
credit, etc. 

It is recognized generally as good practice to have a 
definite plan or schedule for reviewing the salaries of 
employes. Such a schedule should provide for the re- 
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viewing of the qualifications and accomplishments and 
performance of employes at stated intervals from the 
date of employment, such as, at the end of the first 
month, end of three months, six months, one year, and 
each year thereafter, or oftener if conditions surround- 
ing the position make it advisable to do so. Some defi- 
nite basis for determining or measuring the merit or 
service value of the employe should be used to deter- 
mine whether the employe should be retained and if so 
whether he is making satisfactory progress in his work. 


Merit Rating 


As stated at the beginning of this paper, merit rating 
is the process of determining with what degree of excel- 
lence an employe is performing his duties. 

Merit rating, or a rating of an employe, is standard 
practice in every organization, because upon such rating 
matters of increases in pay, promotion, and layoff are 
based. Such rating may be based purely upon the judg- 
ment of one or more executives, or it may be more care- 
fully determined through the use of a rating scale in 
which all pertinent factors are taken into consideration. 

A common clause found in union agreements today 
covering the question of seniority is usually stated as 
follows: “In all cases of increase or decrease in the 
working force of the company, or in the promotion or 
demotion or transfer within the working force, the fol- 
lowing factors shall be considered: (1) seniority or 
length of continuous service; (2) knowledge, training, 
ability, skill and efficiency; (3) physical fitness; (4) 
family status, number of dependents, etc., (5) place of 
residence. When the last four factors are relatively 
equal, then Factor 1, seniority, shall govern.” How- 
ever, it has been rather definitely brought out during 
the last few years that unless some definite plan for rat- 
ing or justifying the company’s stand on the knowledge, 
training, ability, skill and efficiency of the individual 
employe, seniority becomes the sole determining factor. 
It was impossible for the company to retain employes 
whom they felt better qualified for the position than 
other employes with longer service. The majority of 
progressive companies today are making every effort to 
set up a performance rating or merit rating plan and 
rate their employes periodically, so that those found to 
be deficient in important respects may be dispensed with 
before they have, so to speak, developed a vested inter- 
est in their jobs. 

The first step, then, is to develop a suitable perform- 
ance or merit rating plan. The next is to determine its 
application. It should be brought out that personnel 








ratings are useful in not only locating unsatisfactory 
employes, but also are valuable for correction of faults 
and for uncovering talent suitable for promotion. 

Experience has shown that a good rating plan should 
provide: (1) that the employe be rated in statement of 
facts or specific and verifiable points, and not in general 
conclusions ; (2) that the traits or qualities be stated on 
the rating form in the form of simple, definite state- 
ments, and not in letters or percentages; (3) that the 
rating sheet permit the rater an optional selection of 
degrees of the various traits and qualities; (4) that the 
employe be rated by at least two of his superiors, inde- 
pendently, and (5) that the rating sheet be so con- 
structed that the ratings can be reviewed with the 
employe, and thus point out and discuss with him and 
aid him in improving his deficiencies and performance 
on the job. 

Such a plan is based on the assumption that we are 
definitely interested in knowing what specific qualities 
an employe possesses that qualify him for promotion to 
an existing vacancy, advancement in salary to the next 
step in the range, or his faults and weaknesses, if any. 

It provides for the rating of employes under fac- 
tors such as: production, workmanship, dependability, 
knowledge of work, ability to learn, attendance, and so 
on, but the factors used must be relevant to the job. 
Under each of these factors definite statements or ques- 
tions for rating should be provided, such as under Pro- 
duction: Unusually high output; Produces more than 
average; Produces only encugh to get by; Output low. 
This rating should be based on actual production figures, 
or under Workmanship: Does excellent work; Quality 
of work good; Workmanship only passable ; Workman- 
ship not up to requirements. Again, the rating under 
this factor should be based on actual quality reports for 
the employe. 

It has been found that the scrambling of these state- 
ments under each factor on the rating sheet requires 
that the rater give more careful consideration to his 
rating ; thus he is not able to blindly score an employe 
average on all factors as some raters are apt to do. 

A satisfactory personnel or performance rating plan, 
then, should provide: (1) A rating scale which will 
cause the rater to think in terms of definite, coherent 
ratable factors and facts; (2) A scale with easily dis- 
tinguishable degrees under each factor; (3) A method 
which is relatively simple to operate and which will 
not be submerged by undue detail, and (4) A definite 
provision for properly training the raters. 

In addition to these, it seems that there is a definite 
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obligation on the part of the company, first, to set up 
standards of performance for the jobs which can be 
used as a basis or measure for making these employe 
ratings, and second, to shape its training program so 
that it will actually assist the employe in improving his 
performance on the job, and particularly in respect to 
those deficiencies disclosed by the rating. 


Purposes and Benefits 


Summarizing, the purposes of and benefits derived 
from sound, well-organized wage determination and 
administration methods are: 

1. To increase the incentive force of wages paid, 
(a) by the equalization of wage rates for all employes 
who render similar service in the several branches of 
a company, and (b) by the establishment of wage rates 
which fairly compensate degrees of skill, effort and 
responsibility required of various grades of workers, 
so that the wages of the employes at each level are 
correct, relative to the wages of employes at other 
levels. 

2. To retain the services of desirable employes by 
paying them wages equal at least to the rates for sim- 
ilar services which prevail in the locality. 

3. To provide a pay scale which offers adequate 
incentive for leading employes on each job to advance 
to a higher grade of work when opportunity is pre- 
sented. 

4. To educate junior executives in job evaluation by 
having them participate in the process. Such experi- 
ence enables them to deal frankly and intelligently with 
wage questions presented to them by employes. 

5. To refrain from the payment of excessive rates. 

6. To correct biased or prejudiced opinion regard- 
ing the value of any job, by having several qualified 
persons consider all the duties which it includes, and 
then grade it relatively to other comparable positions. 

7. When changes are made in job responsibility or 
working conditions to make compensatory changes 
promptly in the wage of the operator. 

8. To compensate the individuals in any classification 
of unstandardized work according to their relative 
merit, as determined by a carefully developed rating plan. 

9. Where managers deal with spokesmen of em- 
ployes, to develop a rational and open method for the 
adjustment of wage issues, marked by the study and 
interchange of fact and opinion,—a procedure in which 
managers and employes both feel that devious negotia- 
tions and the exercise of economic pressure is unnec- 
essary. 
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The Industrial Relations Executive and 


Collective Bargaining 
By HELEN BAKER 


Assistant Director, Industrial Relations Section, Princeton University 


N PERIODS of economic and social stress, industry 
has always sought the help of “specialists” in adjust- 
ing human problems to the demands of industrial 

production. The approach to the solution has been in 
accord with the outstanding need. When it was neces- 
sary to make a special effort to encourage and develop 
human efficiency to keep up with rapidly increasing 
mechanical efficiency, scientific management was evolved 
and was thought to be the answer to many industrial 
ills. The efficiency engineer was the man of the hour. 
When it was difficult to secure enough competent 
workers, employment and training directors became the 
best known specialists in the field of personnel. Now 
that group relations and dealing with unions are the 
most troublesome personnel problems in many com- 
panies, one frequently hears the statement, “What we 
need is more industrial relations men who are good 
negotiators.” Again it seems that management is 
attempting to find one simple formula for solving an 
exceedingly complex problem. 

The industrial relations executive is himself trying 
to decide what his role should be in relation to the 
greatly increased activities in group relations. Although 
he is sometimes cast for a certain part without much 
choice of his own, as personnel problems become 
broader in scope and the prestige of the leaders of the 
profession increases, the industrial relations executive 
is steadily gaining more influence in the determination 
of company policies and more self-determination in 
his own role. Viewing developments in different com- 
panies, it can be seen that some industrial relations 
managers have accepted the immediate need for an 
astute negotiator as an opportunity, and are giving 
much of their time to this one activity. Others have 
seen the dangers, both to their own development and 
to the company’s successful functioning, in the over- 
concentration of interest upon one phase of industrial 
relations. They are trying to decide what in the long 
run should be the position of the industrial relations 
specialist and to influence developments in reorganiza- 
tion and reallocation of responsibilities accordingly. 


Offhand, all industrial relations managers and per- 
sonnel directors describe their position as “line and 
staff,” considering themselves in a staff or advisory 
relationship to all the departments except their own 
and in a line authority relationship to their immediate 
assistants. On closer study of the activities of many 
industrial relations departments, it is difficult to find 
the exact demarcation between line and staff. Many 
of the duties of the industrial relations manager and 
his assistants are definitely staff functions; others are 
partly encroaching upon the field of the operating exec- 
utive or supervisor. In some companies, the activity 
of the industrial relations director in group relations 
has added to the confusion between line and staff 
responsibilities. 


Duties of the Personnel Department 


Taking a bird’s-eye view of the duties usually assigned 
to the industrial relations department, it will be found 
that they fall into three general classes: advisory, infor- 
mational, and acting as agent for management. These 
three classes of activities apply whether the department 
under consideration is the headquarters industrial rela- 
tions staff of a large corporation, the personnel depart- 
ment of a single plant, or the whole industrial relations 
organization of a smaller company. The duties vary, 
of course, but the same fundamental relationships exist 
between the industrial relations staff and the line execu- 
tives and supervisors. 


Advisory and Informational Duties 


The impact of government and organized labor has 
added considerably to the number of duties which can 
be counted as advisory or informational. As compa- 
nies have been required to develop more uniform labor 
policies, the chief executives have needed expert advice. 
To meet this need adequately, many chief industrial 
relations executives now devote much time to keeping 
informed on current developments and weighing the 
probable effect of these developments upon their com- 
panies’ labor policies. When policies are formulated 
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in general terms, they must in turn be translated into 
practical working procedures and carefully explained 
to supervisors and employes. Some one must co-ordi- 
nate the application of a new policy and help the line 
executives maintain an equitable balance between con- 
formity to the general policy and essential adaptations 
to varying local conditions. The chief industrial rela- 
tions executive is the most logical person to assume 
this responsibility. The plant personnel director may 
be busy nearer the production line, helping to adjust 
plant personnel practices to new policies, but often he 
also plays an important part in the formulation of 
policies which are within the scope of local executive 
decision. In the companies in which dealings with 
organized employes are left principally to plant man- 
agement, the several plant personnel directors may have 
more influence on the trend of labor relations in the 
company than the chief industrial relations officer. 

Various duties which can be classed as informational 
have expanded with increasing industrial relations 
activities. The preparation of personnel standard prac- 
tice sheets for the guidance of supervisors has become 
more common and the industrial relations staff is 
usually responsible for this work. Channels of infor- 
mation needed to explain these policies to the employes 
have increased in number and scope. Notable among 
these are statements of labor policy and special annual 
reports to employes. Industrial relations men are usu- 
ally involved in the preparation of this material. In 
addition, executives need practical help in the interpre- 
tation of new policies and procedures by means of con- 
ferences with their subordinate supervisors. These 
discussions of labor policies and personnel plans in 
small departmental conferences may be the most im- 
portant factor in the success or failure of a new pro- 
gram, and many personnel men are doing excellent 
jobs in helping line executives plan such conferences. 
Most of them feel, however, that it is not a staff func- 
tion to lead supervisory conferences. Experience has 
shown them that the supervisors accept the new policy 
as an integral part of their jobs only when it is pre- 
sented by a superior line executive, and that the em- 
ploye accepts it as a company policy in fact only when 
it comes to him by way of his “boss.” Thus it is 
evident that even among the duties classed as informa- 
tional, the industrial relations specialist must consider 
carefully the degree to which he can help strengthen 
the line supervisors without encroaching upon their 
essential authority. 
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Agent for Management 


The greatest confusion between line and staff func- 
tions in the industrial relations field seems to exist in 
the class of activities in which the industrial relations 
manager or personnel director is acting as agent for 
management. Two activities of this type which have 
received great emphasis in the last few years are nego- 
tiating agreements with unions and participating in the 
established grievance procedure. Under some types 
of agreements, which specify procedures rather than 
outline exact working conditions and wages, the so- 
called grievance procedure may include discussion on 
many broad problems and may determine company 
labor policies to a greater extent than the general 
agreement. Who in the plant or company should be 
responsible for these important contacts with the repre- 
sentatives of organized labor? 


Negotiating Agreements 


The companies in which executives and supervisors 
of a plant have been able to accept their new responsi- 
bilities at once seem to have been few. However, as 
executives have observed the difficulties that follow 
an attempt to separate the dealings with organized 
employes from general management, the tendency has 
been for line management gradually to take over the 
duties in this field. On the debit side of recent experi- 
ence might be cited cases where a member of the 
personnel staff has gone out from headquarters, taken 
charge of negotiations, and reached an apparently satis- 
factory understanding only to have “the lid blow off” 
again in a short time. When a formal agreement had 
been made, it was usually signed by a vice president 
of the company or the general manager of the plant. 
However, if the latter had not had a controlling voice 
in the negotiations, he was likely neither to understand 
the agreement nor to feel whole-heartedly in favor of 
it. At least in many cases, he did not make any great 
effort to see that his subordinate supervisors carried out 
its provisions. 

Not all experience with negotiations by industrial 
relations directors has been so unfortunate. In many 
plants, the industrial relations manager has had almost 
complete charge of the contacts with union represen- 
tatives, both in negotiating formal agreements, arriving 
at informal understandings, and supervising grievance 
procedures. Several conditions seem to be important 
in making it possible for the industrial relations man- 
ager to act successfully as agent for management in 
group relations: Management’s policy towards the 
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union must be clearly stated and understood by line 
executives and supervisors; the negotiator must act 
with the full authority of the executive whom he repre- 
sents ; the negotiator must have the complete confidence 
of the line executives and supervisors; and grievances 
must proceed through the direct line of authority begin- 
ning with the first-line supervisors and going to the 
industrial relations manager only in lieu of being ap- 
pealed to the chief executive. Such a combination of 
conditions usually exists only where labor policies have 
been stable for some time and where the industrial 
relations man has been able to combine the functions 
of advisor to top management and personnel assistant 
to the line executives. 

Even with considerable evidence of satisfactory han- 
dling of group relations by the personnel director, many 
executives continue to question the wisdom of func- 
tionalizing this responsibility to such an extent. They 
are convinced that the provisions of formal agreements 
as well as individual grievances are so closely tied in 
with all the activities of a business that they cannot in 
the long run be treated as a thing apart from day-to-day 
management. It seems particularly important when a 
company is dealing with a union for the first time to 
have the agreement negotiated by the chief executive or 
executives who will be responsible for its administra- 
tion. It is perhaps even more essential that the line 
supervisors understand the terms of the agreement and 
be able to handle any grievances according to the estab- 
lished procedure that may arise. 


Developing Leadership in Line Executives 


Some companies are using the plant industrial rela- 
tions directors in present negotiations while developing 
in their line executives the ability to conduct these con- 
ferences. This effort to combine negotiations and 
supervisory education is made through the use of com- 
mittees of which the industrial relations director is 
chairman and various plant executives are members. 
In other companies, the plant manager may be chair- 
man of the negotiating committee, the industrial rela- 
tions director a permanent member, and _ individual 
department superintendents asked to participate as mat- 
ters under discussion are of particular interest to them. 

The stated procedure for handling grievances is much 
more standardized than the procedures in broader nego- 
tiations. Practically always it is agreed that the griev- 
ance should first be taken up with the foreman. The 
chief problem is to develop foremen and supervisors 
interested in and capable of accepting this part of the 


THE SOCIETY FOR THE ADVANCEMENT OF MANAGEMENT JOURNAL 107 


management job. Many personnel directors are leading 
foremen discussion groups on problems related to deal- 
ing with union representatives and matters coming 
within the scope of the labor agreement. However, 
again it is felt that leadership in discussions of griev- 
ance procedures is much more effective when it comes 
from a higher line executive rather than from the per- 
sonnel staff. 

With every new or increased activity that follows 
employe organization, top management has the problem 
of deciding who shall be responsible for the new duties. 
Perhaps the easiest immediate solution is to assign them 
to the industrial relations staff. But if the company and 
union are to live together amicably through a difficult 
period of readjustment, it seems evident that line execu- 
tives and supervisors must be able to deal with the union 
representatives as occasion demands. 

That the industrial relations manager does not take 
over group relations wholesale does not mean that he is 
not an important influence in their development. The 
man who has time to study the factors which are in- 
volved in immediate problems, and to observe conditions 
out of which new problems may grow, may be of 
greater value to the company than the man whose time 
is principally taken up with conferences with union 
representatives. The chief executive may feel that the 
job of advisor on industrial relations and that of acting 
as agent for the company in union contacts should be 
divided between two staff men. Certainly that would as- 
sure better advisory service. It is not likely, however, to 
secure the desired line responsibility in group relations. 

If a staff representative must act as agent for top 
management because of the inability of subordinate 
line executives to carry out the policies of top manage- 
ment, then the most essential next step is to develop a 
line organization equal to the new responsibilities. The 
industrial relations staff can help to strengthen the line 
executives and supervisors in many ways: by planning 
and providing explicit factual information, through 
record keeping, through consultation, and as co-ordina- 
tor. However foremen and supervisors only become 
more adept in their new activities connected with group 
relations as they accept complete responsibility for the 
results. When management begins to consider in every 
new development the extent to which the staff may be 
used to improve the effectiveness of the line organiza- 
tion without relieving the latter of its responsibility or 
weakening its authority, the industrial relations staff is 
likely to find its influence and prestige increased rather 
than diminished. 





Principles Versus Practices of Management 


Under Changing Social and Economic Conditions 
By BRADLEY N. DAVIS 


Associate in Commerce, University of Iowa 


URING these recent years, with such rapidity of 
LD change prevailing in social and economic con- 
ditions, it is pertinent to consider how prin- 
ciples of management may endure when exposed to 
such changes. The fact that durability and flexibility 
exist together in our political, economic, and business 
organizations indicates a certain stage of evolutional 
perfection in the arrangements of life. An analysis of 
the circumstances which permit steadiness in the face 
of change brings forth a demarcation of the principles 
of management, on one hand, and, on the other hand, 
the practices, devices, appliances and methods of man- 
agement. It is the flexible adjustability of these latter 
features of management which facilitates the necessary 
changes to the needs of the times. Yet, in face of these 
manifold smaller changes, it is because of the far-reach- 
ing and enveloping strength of the principles that order, 
firmness and progress prevail. 


The Nature of Principles 


Principles in management refer to the more compre- 
hensive and fundamental truths which underlie and 
serve as the foundation for the superstructure of man- 
agement practices. The principles are more general in 
nature; the practices are more specific in their applica- 
tion. Principles evolve out of the process of combining 
and consolidating from the great mass of generally pre- 
vailing knowledge regarding the behavior of man in his 
universe a few of the most reliable and trustworthy 
conclusions, which become dependable general guides to 
future action. 

Connected in use with the few principles, though dis- 
tinct from them for purposes of analytical consideration, 
are the many operating devices, schemes, procedures, 
appliances, and methods with which the manager must 
deal. These open up for him a vast array of oppor- 
tunistic adjustments to the varying needs that follow in 
the wake of changing social and economic conditions. 
These many management plans and devices afford 
specific adjustment to the varying needs. When decid- 


ing which of these many possible adjustments should be 


made, and with what variety of degree and fourm, the 
executive should be guided and directed by a broad per- 
spective derived from his understanding of the basic 
principles of management. 

The principles are stable and will endure. The many 
different devices and procedures of management will 
vary and will be constantly in the process of change. 
This is as it should be; the principles to give stability, 
the operating procedures to afford adjustability. With 
such a dual relationship between fixity of principles and 
variability of devices, management can function in 
closer accord with the deeply-seated, steady currents of 
life, yet also can keep pace with its more superficial, 
constantly fluctuating ebb and flow. 

Professional teachers of management in our colleges 
and universities should seek to develop a perspective 
which emphasizes the distinctions and relationships be- 
tween principles and practices. This teaching should 
cover such points as the dominating significance of the 
principles, a realization of the need for the apt adjust- 
ment of customary practices to particular situations, and 
factual knowledge about an illustrative array of devices. 
Yet, since the present is always converging into a future 
of new and pressing needs, there should be stimulated 
in the attitude and outlook of students an urge to in- 
vestigate and to originate ideas and plans of their own 
designing which will be well fitted to the given situa- 
tions which they will encounter as managers. 


Constancy and Change 


In these present times, dominated by a press so sen- 
sitive to the events of the day and so perfectly equipped 
to gather and disseminate, within a few hours’ time, 
news of world-wide events and changes, there is gen- 
erated an exaggeration of the degree of change to the 
extent that realization of life’s constancy is almost 
eclipsed. The general psychology of this newspaper- 
minded situation leads too generally to a disregard for 
the relative importance of principles and also to an 
undue alarm for the need of frequent immediate reform 
and change. 
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Much of the prevailing criticism and distrust so cur- 
rent among people can be attributed to their contention 
regarding details and optional methods. They become 
concerned and disturbed about features of a movement 
because they are permitted by the technical perfection 
of the press to know so much about the many phases of 
each trend. But in a democracy of enlightened people, 
the major movements and underlying trends evolve 
gradually and with reasonable caution so that groups 
of men keep their organized relationships in balanced 
adjustment. 

The instability of life is overexaggerated. Yet if we 
are to have faith in the progress of mankind and to 
respect the institutions of man’s creation during the past 
few centuries we should realize that much has been done 
to protect and strengthen our destiny in times of trial 
and need. Therefore, at times of crucial turbulence, it 
is probable that we shall, in slipping back, encounter a 
vast set of social shock absorbers which will bring us 
to rest in a state of relative equilibrium at a point in 
human welfare far advanced from the average of only 
a few generations ago. 


The Need for Standards 


Measured in terms of permanence, the standards of 
management lie mid-way between the more constant 
principles and the changing methods. Standards should 
be fairly permanent, although undue rigidity of fixed 
standards inhibits progress. Because of the threefold 
degree of permanency and adjustability which exists 
among principles, standards, and operating methods, 
further degrees of flexibility are possible which afford 
to the skilled executive, in command of such an array 
of possibilities, a chance to administer calmness and 
stability in the face of distressing alarms; yet, also, to 
execute change and adjustment in step with the de- 
mands of progress. Also he can harmonize relation- 
ships to the changing needs of the day. 

With reference to the evolution of more appropriate 
standards certain points may well be emphasized. 
Among these are: (1) avoidance of mere imitation in 
arriving at the proper standard for a given situation; 
(2) discovery of the most aptly fitted standard as an 
outcome of experimental investigation; (3) reliance 
upon the basic dominating principles of management 
when appraising the correctness of a given standard be- 
fore its use is authorized; (4) impartial and constant 
interpretation of changes in order to keep standards 
adjusted to the changing needs of the times; and (5) 
a sharp insistence that the standard be adapted to the 
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particular situations where it serves as the guiding and 
controlling criterion. 

To illustrate some of these ideas by reference to a 
definite case, the standard design of the position for an 
automobile steering wheel is at the left side of the car. 
However, the early cars had right-hand drives which 
then was a standard arrangement probably evolved from 
imitating the customary position of the driver who sat 
on the right side of the carriage seat. Such an ill- 
adapted design for an automobile drive was not notice- 
able or troublesome in the years of light traffic. But as 
traffic became heavier, it became apparent that such a 
standard design was incompatible with the standard 
method of keeping on the right hand side of the road 
when approaching on-coming vehicles. Of the two 
standards the latter was more dominant. Hence, it be- 
came logical to change the side of the steering wheel to 
permit the driver to see ahead more readily while still 
mantaining more nearly his proper position in the line 
of traffic. At first this change came slowly on different 
makes of cars. Then it became apparent that the left 
drive was the proper adaptation to the need of keeping 
on the right side of the road. In spite of serious dis- 
cussion as to whether drivers could change their habits 
and methods of manipulating controls in the new posi- 
tion, the new cars proved the ease with which a change 
in the method of operation could be accomplished. The 
general principle underlying this transition has been one 
of seeking to attain greater safety and convenience of 
driving on the highways. This principle has not 
changed, it is enduring and becoming more important ; 
but the standard design of steering wheel location has 
been changed in compliance to the dictates of the prin- 
ciple ; and along with it the operating method has readily 
and easily been changed and adapted to traffic changes 
of the present times. 

To cite another example, suggestive of how pervasive 
imitation can be, reference might be made to the early 
design for an automobile mechanical wind-shield wiper 
pivoted at the top of the wind-shield. Such a design 
was merely an imitation of the earlier wiper operated 
manually. The sweep of the blade worked against 
gravity and it seemed to require years of actual experi- 
ence before designers realized that a wiper pivoted at 
the base of the wind-shield would work in conjunction 
with nature’s universal law of gravity. An approach to 
this problem in a mode of open minded, objective, ex- 
perimental research would have discovered in a few 
comparative trials the superior design which was de- 
layed for years because imitation and habit, rather than 
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experiment and comparison of results, was the approach 
by which the present standard device was perfected. 


Significant Principles Today 


It is my conviction that established principles of 
management will endure rather steadfastly against 
changing social and economic conditions. Of course, at 
various periods of time, certain principles will be more 
significant and important than will others. Economic 
and social phases of the secular trend will lend increas- 
ing and decreasing relative importance to some of the 
constantly enduring principles. 

In discussing briefly a few principles of management, 
I should indicate the following as among those apropos 
to the present general social and economic situation. 

1. Scientific investigation to find the truth. 

This is the principle upon which modern management, 
especially since about 1880, has depended so greatly. 
Upon it, as a basis, the industrial and commercial status 
which exists today has largely been created. Such 
marvelous attainments have been achieved that its fur- 
ther usefulness might be doubted. However, such a 
conclusion is not sound because the domain of its use- 
fulness is not fixed but is expansive. Promising pros- 
pects assure that a continued and wider use of this 
approach to problems of management lies before us at 
many turns in human progress. 

2. The discovery and adoption of standards which 
are more exactly adapted to the needs of particular 
situations. 

The task of management relating to the adaptability 
of standards is never finished. There is a constantly 
continuing challenge for further consideration, study, 
and analysis in order to step forward to the enhanced 
perfection attainable in light of new knowledge brought 
forth by the more recent steps of intellectual progress. 
Each move forward opens new opportunities for fur- 
ther moves. At the same time they present new angles 
to consider in order to safeguard progress against a 
slip backward in terms of an obsolescent standard. 

3. Development of the correct combination of cen- 
tralized and decentralized relationships in an organiza- 
tion. 

Under this principle many problems of a difficult and 
intangible nature constantly arise, and questions con- 
tinually exist regarding optional alinements. Some of 
the objectives to be sought in this division of adminis- 
trative work are high operating efficiency, good morale, 
and harmony of organization arrangements to the needs 
of the respective situations. Since the problems arising 
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in this field are so varied in nature, it is impossible to 
make any specific recommendations as to how they 
should be handled or to advocate any preference for 
centralization or decentralization as a general type. 
Neither type, of course, should prevail to the exclusion 
of the other; it is the proper intermingling of the two 
tendencies which brings about desirable organization 
relationships. 

Within recent times much change and shifting have 
been occurring, both on a large and a small scale, in the 
organized control exerted through a different focus of 
centralized or decentralized tendencies in organization. 
For instance, in political reorganization that has come 
about in Europe since the war there has been a pro- 
nounced increase of centralized control even to the ex- 
tent of severe regimentation of detailed conduct. These 
modern tendencies are the opposite of the pioneer 
American idea of decentralization together with the in- 
dividual freedom and assertiveness which has become 
such an innate characteristic of American life. So, in 
the present economic and social set-up, there are strong 
forces, sometimes supplementary and sometimes coun- 
teractive, exerting their effects in some places towards 
centralization and in others towards decentralization. 

As an illustration of the apt adjustment of both types 
of organized control to their respective situations, | 
have noticed the decentrally controlled assembling of an 
audience in an auditorium, and then listened to the per- 
formance of the symphony orchestra which is controlled 
centrally. As the people assemble, only two details, the 
time and the place, are specified. All the countless how 
of details is left open to the many people to decide in 
their respective ways. But because of the previous per- 
fection and existence of many standards such as high- 
ways, traffic regulation, seat assignment, time pieces, 
and others, the audience promptly and rather quietly 
convenes. When the music begins, however, the or- 
chestra is under severe and rigid centralization of or- 
ganized control. The perfection of its administration 
by the leader adds much to the quality of results. In 
such a situation there is no question about the superi- 
ority of centralization. 

In answer to the general question of the relative de- 
sirability of one tendency or the other I should favor as 
great a degree of decentralization as is possible with only 
that degree of centralization which is necessary in order 
to establish co-ordination of activities. This, doubtless, 
is in closer accord with human desires and deeply seated 
human traits. Also as, in the march of human develop- 
ment, facilities, understanding, and accords are more 
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adequately developed, there will be liberated a greater 
possibility for the more extensive prevalence of decen- 
tralized relationships in organized conduct. 

4. Ample recognition of the human factor in industry. 

Because of the sensational achievements of mechani- 
zation in industry during the past three decades, regard 
for human factors has been somewhat overshadowed. 
The next few decades will probably be more concerned 
with human relationships in industry than with mechani- 
cal advances. Also the relative importance of human 
factors will increase. Many problems will come into this 
field of a nature requiring careful weighing and bal- 
ancing of administrative considerations. Fairness, jus- 
tice, and freedom from prejudice will be needed, in 
deciding these questions. The ablest executive will use 
a technique supported by adequate reports, comparative 
records, and impartial interpretations in arriving at de- 
cisions pertaining to questions of responsibilities, au- 
thorities, promotions, and salaries. 

Proper recognition of the importance of this principle 
of regard for human factors in organized activities will 
have a marked effect upon the degree of morale existing 
in these times of rapid social and economic changes. 

5. As a principle that might be added last in this par- 
tial list, mention should be made of what I would char- 
acterize as vigorous mental alertness and response to 
changing conditions. 

The pressure of changing economic conditions does 
not change this principle; but it does add importance to 
its recognition. This principle might be criticised as be- 
ing so broad as to include everything. However, it is 
not the principle that is broad but the range of ques- 
tions and problems coming under its scope that gives 
depth and breadth to its application. 

The effectiveness of applying this principle will vary 
among executives. Certain of them will more closely 
adjust their solutions to the pressing needs of the time 
by relying not too much on past traditions, but more 
upon progressive foresight. It impresses me that the 
success of many enterprises is not so much determined 
by the policies which are followed as it is by the de- 
cisions made by able executives at crucial turns in social, 
political, economic and business affairs. In making such 
decisions the superior executives will carefully sort false 
fears from sensible forebodings. They will not be 
moved by false fears; they will adjust their arrange- 
ments to the reasonably impending unfavorable tend- 


encies. I feel that the thinking which governs their 
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conduct should be tempered with caution, with reason- 
able confidence, with enduring faith in the stability of 
life, and with intellectual courage. 





REVIEWS 


The Science of Production Organization. By E. H. 
Anderson and G. T. Schwenning, John Wiley & 
Sons, Inc., New York, 1938, pages x, 282 ($3.50.) 


The closing sentence of this volume reads: 


“The goal of scientific organization is to make of 
a group of individuals a perfect organism for serv- 
ice that will operate with maximum efficiency and 
harmony.” 


The authors have worked diligently to present material for 
practical realization of this goal. 

Starting with the definition of terms; organization, admin- 
istration, and management, there follows a broader analysis 
involving the evolution of the theory of organization and the 
relation between scientific management and economics. There 
follows, then, in more detail, the organization of work and its 
structure, types of organization—with a keen comparison of 
the different types—analysis of general principles and laws and 
finally a brief treatment of the broader aspects of organization. 

In compilation, the authors have made a remarkable research 
of the work of various writers. In the “Selected Bibliography” 
at the end of the volume are listed 88 references, chiefly to 
published books, and a large majority of these are quoted in 
the text. At first sight this would appear like a conglomera- 
tion of discordant views but while in places one would wish the 
authors had given more clearcut conclusions, in most instances 
the various opinions are woven in so as to form a logical treat- 
ment of each subject with the authors’ conclusion and summary 
presented, sometimes clearly, in other cases requiring some 
search to discover. 

At the beginning of the book the authors bring out the dis- 
tinction between the science of organization and the art of 
organizing. The inherent differences between the capacity to 
organize or plan and the capacity to manage or execute is em- 
phasized. 

Of even greater importance is the analysis of the relation of 
the science of economics to the science of management and with 
frequent references to the philosophy and principles of Fred- 
erick W. Taylor. The authors state: 


“The economic objective of scientific management 
is therefore the objective of abundance, an abun- 
dance of economic goods and services efficiently 
produced. Taylor’s prosperity is not few goods at 
high monetary values but many goods at low 
values; his wages are real wages; and his low 
costs are low costs in terms of human effort, or 
dis-utility, per unit of product.” 


The general outline of the treatment of organization per se 
begins with time and motion study as elemental and carries the 
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theme through the principles of control, leading up to a dis- 
cussion of the types of organization and the general principles 
involved. 

The comparison of organization types: line; line-staff; func- 
tional; and committee is particularly clear and valuable al- 
though in treating of the advantages and disadvantages of each 
type there seems to be indicated, in relative emphasis, some lack 
of practical shop experience. 

For example, the authors apparently fail to recognize, in dis- 
cussing the functional type which originated with Taylor, that 
every modern well-managed plant utilizes functional principles. 
Moreover the so-called disadvantages outlined are mostly negli- 
gible or non-existent in actual practice. This criticism applies 
to each one of the eight “disadvantages”: difficulty of proper 
installation ; difficulty of co-ordination ; weakening of discipline ; 
concentration of control; complexity of routine; accuracy at 
expense of speed; lack of development of all-round executives ; 
and expense. While in the early days of scientific management 
certain of these were of moment, in a well-organized present- 
day shop not one of them is pertinent. 

The apparent limitations in practical experience also lead to 
over-emphasis of the advantages of Committee organization. 
While conferences of the advising type are useful, experi- 
ence shows that one of the chief disadvantages of the com- 
mittee when endowed with any measure of executive function, 
is the impediment to progress. In case after case outstanding 
innovations are postponed which would have resulted in far- 
reaching benefit simply because certain members of the com- 
mittee who were not familiar with the work under discussion 
influence the group to negative or to postpone the plan. 

One other criticism along this same general line is a slight 
confusion in the minds of the authors between allocation of 
personnel and allocation of functions in the determination of 
structure types for individual cases. For example, the small 
size of the entity does not prevent functionalization since an 
individual may be assigned to and trained in several specific 
lines of duty. 

In the two final chapters there is an excellent treatment of 
the broader aspects of organization and the place of scientific 
management therein. Reviewed by SANnrorp E. THompson, 
President, The Thompson & Lichtner Company, Boston. 


The Functions of the Executive. By Chester I. Barnard, 
Harvard University Press, Cambridge, Massachu- 
setts, 1938, pages xvi, 334. ($3.50.) 


The author of this book is the president of the New Jersey 
Bell Telephone Company and it is based on his lectures at the 
Lowell Institute in Boston. It embraces a wider field than the 
title suggests, for it examines the nature of “co-operative sys- 
tems” and the limits thereto, the structure and elements of 


“formal organizations,” concluding with executive functions, 
processes and responsibilities. 

The study is to be welcomed as an addition to an extremely 
limited literature in the field where Fayol, Urwick, Follett, Gu- 
lick, Dimock, Mooney and some others, have laid the modern 
groundwork. It shares the realization of these other students 
that organization as we know it today is something generically 
new in the world, something so pervasive in the operation of all 
institutions as to be in crucial need of analysis and creative 
thought, if organizations are to be worked for human good. 

The special emphasis of this author has to do with how the 
executive relates himself to a co-operative project such as a cor- 
poration or other purposive group essentially is. In this part 
of the analysis less stress is laid than seems to this reviewer 
realistic, upon the element of compulsion (due to economic pres- 
sures) animating the participation of workers in the co-operative 
arrangement. The analysis of authority on the other hand is a 
fresh one, somewhat comparable to Miss Follett’s, which sug- 
gests the strict limits within which authority works and mini- 
mizes it as a recourse to assure that results are secured. On 
the vital role of clear purposes in organizations, the author is 
forthright although more might have been said about the diffi- 
culties of winning all participants to agreement in the control- 
ling purposes, especially when they have had little or no share 
in formulating or adopting them. Again, the discussion of de- 
cisions brings certain new emphases to light. 

On the executive function itself, as seen in the role of the 
prior discussion (which consumes two-thirds of the book), the 
new light seems less pronounced and more verbal. Individual 
sentences reveal moments of fine insight; the emphasis upon 
the place of non-rational elements in thinking is suggestive and 
fresh. But it will be the philosopher rather than the business 
man who will take from this discussion what he should. 

If the book as a whole leaves the impression of not realizing 
its complete promise, this is perhaps due to two factors. The 
author has an unusual capacity for sustained abstraction (with- 
out benefit of illustrations). And the vocabulary smacks of the 
library more than of the office. One could have wished that out 
of such a deep and wide experience with a grasp of organiza- 
tional problems, the author might have addressed himself con- 
sciously to an audience of fellow executives who would have re- 
minded him of their need for what has been called “opera- 
tional” knowledge. For what we have here is highly concep- 
tionalized knowledge—profound in implication, but with the 
implication left too fully to the reader to discover. 

Here is a real addition to the literature of organization, but 
the practical application of its findings is likely to be slow be- 
cause of the barriers of language created by Mr. Barnard 
through the “tyranny of words.” By Orpway Teap, Editor, 
Business and Economics Books, Harper and Brothers, New 
York. 
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Comment 


\ x THEN the European War was declared there 

was a marked disposition among business ex- 

ecutives to examine economic trends in 1914 
and 1915 for clues as to today’s outlook. And there has 
been a constant and marked reaction away from the en- 
couragement of developments that would mean an 
emerging creation of new excess plant capacity to fill 
war orders and disrupt post-war production. 

The tendency, in short, to look at today’s decisions in 
the light of longer-term trends and consequences is 
more firmly established in business thinking than ever. 

Uncertainty, instability, numerous variables influenc- 
ing the flow of purchasing power,—all these give prac- 
tical value to the forward-projected look. This has 
become true both because of technological factors in the 
shop and because of public, legislative forces and 
broader economic influences of a more imponderable 
nature. 

It was such realities which gave special significance to 
the recent sessions of the Annual Conference of S.A.M. 
It is the realization of the operating importance of the 
forward look which gives unity to the papers assembled 
here—in this first issue of our Journal as a quarterly 
bearing the revised title of ADVANCED MANAGEMENT. 

Virtually every contribution to this issue is by a 
writer in or close to a position of managerial responsi- 
bility. What used to be disparagingly referred to as 
economic theorizing is becoming the accustomed mental 
habit of business executives of large affairs. For such 
theorizing is only the necessary deliberation upon 
enough individual facts and cases having like causes, 
characteristics and effects,—undertaken to discover 
meanings, trends, forces requiring control, and elements 
which together point the way to sound prediction as a 
basis for today’s action. 

This issue looks at industrial activity both through 
the telescope as with Messrs. Stevenson, Ruml, Con- 
way and Person, and through the microscope as with 
Messrs. Presgrave, Cartmell, Goetz, and Gaillard. 

We are confident that with this larger format, our 
Quarterly can accept longer and more substantial arti- 
cles, studies which embrace technical, operational ad- 
vances together with precipitations of thought advancing 
our understanding of influences which project their ef- 
fects into future problems requiring executive anticipa- 
tion and decision. 

We are indebted to Mr. Roderic Olzendam of the 
Weyerhaeuser Timber Company for the following: 





“Oh Lord, grant that I may catch 
A fish so long that even I, 

In telling my neighbors, 

Shall not have to lie.” 


“I wish I could have known that man. . . . In 1439 
that wise and humorous man prayed a prayer good for 


us in 1939, he prayed that he might be able to do some- 
thing about which he wouldn’t have to beat the tom-toms 
of propaganda,—he just wanted to catch a fish that he 
could tell the truth about.” 

That public relations efforts are in the forefront of 
managerial thinking today is obvious. That they may 
readily be made a special end in themselves is not so 
obvious. But as Business Week said recently, “There 
is such a thing as overdoing a good thing in public re- 
lations,” if executives are taking time “that may ill be 
spared from the job of doing the work needed to help 
business sell itself.” 

This comment calls emphatic attention to the fact that 
good relations with consumers and employes are not to 
be established if there is not, in very truth, the basis for 
such relations in the facts of sound and honest dealing 
that are actually ingrained in the operation of the busi- 
ness itself. 

Indeed, the status of public relations today is a re- 
minder of the way in which successive, necessary new 
responsibilities and functions of management have been 
identified and accepted as important and integral duties. 
Each newly discovered need—time study, safety, train- 
ing, consumer research, public relations—has first been 
pursued by enthusiasts who saw their specialty as vir- 
tually a panacea for current ills. Their ideas gained 
wider and wider acceptance. They were allocated to 
their proper functional place in the total scheme. And 
thus they came to enrich and enlarge the total concept 
of over-all management as a broad professional obliga- 
tion embracing within it a great variety of special duties 
with refined techniques to be learned and assimilated 
into a balanced view of the total job. 

Public relations is one of the youngest of these pro- 
posals. It will no doubt suffer at the hands of its too- 
loving friends. But this development will hold its gains 
and gain its hold if its practitioners can realize that they 
can only persuade people of righteousness, of sound 
values, of just dealing, where these are demonstrably 
present. If industry has increasingly to live in a gold- 
fish bowl, the conduct of industry has to be able to 
withstand, indeed to enjoy, a high degree of visibility 
from every angle of scrutiny. 

Public relations efforts can protest too much. Or 
they can be the proper acquainting of the public with 
established practices which earn confidence and to which 
public and employe esteem is gladly accorded. This 
emphasis on goldfish bowl conditions has now reached 
the point in its promising career where executives can 
only move forward profitably with programs of public 
relations when they are moved to think straight, talk 
straight out and collaborate straightforwardly. 

It has taken more than a generation to get public 
accounting and auditing practice upon a plane of de- 
fensible ethics. It is to be hoped that public relations 
executives can shorten the period of learning to appre- 
ciate the truth that a business office is an economic trust. 





Carl George Lange Barth 


February 26, 180 


Cart Bartu died of heart failure on the evening of October 
28th at his home in Philadelphia. Although his health had 
not been normal during the past fifteen years, so sudden a 
passing was not expected by his family and his friends. Yet 
it was as he would have had it. During his life he had done 
a great work simply and without display; always he had 
given generously of his modest means to charity and other 
humane purposes, but without ostentation; to him dying, 
had there been a choice, would have been simply another 
obligation to be attended to quietly and unobtrusively. 

Barth was one of the two greatest management engineers 
that the United States has produced. Frederick W. Taylor, 
with whom he was associated, was the genius who brought 
the inductive method to bear on the problems of the shop 
and the factory. Taylor had the vision that saw what sci- 
entific method could do in plant management, the organiz- 
ing ability to arrange the necessary experiments, the energy 
and persistence to push these to fruitful conclusion. But he 
did not like to handle the details. Here he needed able as- 
sociates. Barth was the ablest among them. His genius 
was painstaking attention to details of experiments, pro- 
found mathematical analysis of vast accumulations of data, 
and the design of procedures that expressed the derived 
principles. It appears fair to say that the association of 
these two types of genius made each more creative than he 
otherwise might have been. 

Carl Barth was born at Oslo, Norway, February 28, 1860, 
was educated at the Technical School of Horten, and for a 
few years thereafter was an instructor in mathematics and 
mechanical drawing at that institution, and also worked in 
the machine shops of the Norwegian Navy Yard. He came 
to the United States as an immigrant in 1881. During the 
next fifteen years he worked as mechanical draftsman in 
Philadelphia, chiefly at William Sellers & Co., and was an 
instructor in mechanical drawing in the evening school of 
Franklin Institute. During the next five years he was suc- 
cessively chief draftsman of Rakin & Fritch Foundry and 
Machine Co., St. Louis, Mo., and of the St. Louis Water 
Department; instructor in mathematics and mechanical 
drawing at International Correspondence Schools, Scran- 
ton, Pa.; and instructor in manual work and mathematics 
at Ethical Culture Schools, New York. In 1899, largely as 
a consequence of his reputation for exceptional ability in 
machine design, he was called to the Bethlehem Steel Co. 
as machine-shop engineer and special assistant to Frederick 
W. Taylor. In 1901 under Taylor’s general supervision 
and guidance he began the practice of mechanical engineer- 
ing, and co-operated with Taylor in the development of sci- 
entific management technique and mechanisms. After the 
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World War he retired and devoted his remaining years to 
higher mathematics and the leisurely development of a text 
on the non-infinitesimal calculus. 

When Barth became Taylor’s assistant at the Bethlehem 
Steel Co. in 1899, the latter was in possession of a vast ac- 
cumulation of experimental data relating to machine opera- 
tions which no one had been able to analyze successfully. 
Taylor had submitted the data to several university profes- 
sors of mathematics who had been unsuccessful in getting 
anything of value out of them. Taylor submitted them to 
Barth who soon developed the famous formula of twelve 
variables described in Taylor’s “Shop Management.” On 
the basis of this formula he then developed the Barth slide- 
rule, which made it possible for shop foremen easily to 
utilize the complicated relationships involved in the formula 
in the set-up of a machine for the best performance of any 
operation within the capacity of the machine. 

Barth was not merely a mathematician of genius; he was 
a genius in manual arts and in the devising of simple, prac- 
ticable mechanisms. He contributed in larger measure than 
anyone other than Taylor to the development in practicable 
form of the various control mechanisms of the Taylor 
managerial technique. 

Carl Barth was a charter member of the Taylor Society, 
and on May 8, 1920 he was made an honorary member, a 
distinction which he shared with Frederick W. Taylor and 
Henri Le Chatelier. This status of honorary membership 
was continued by The Society for the Advancement of 
Management at the time of its establishment in 1936 as an 
agency of the Taylor Society and The Society of Industrial 
Engineers. 

He made many contributions to technical magazines. 
Among the more important are: “Distribution of Pressures 
in Bearings” (1892) ; “An Investigation of the Strength of 
Columns Leading to Some New Formulas” (1908) ; “Slide 
Rules for the Machine Shop as a Part of the Taylor System 
of Management” (1903); “The Transmission of Power by 
Leather Belting” (1909); “Standardization of Machine 
Tools” (1916) ; “The Income Tax, an Engineer’s Analysis 
with Suggestions” (1918); “Supplement to Frederick W. 
Taylor’s ‘On the Art of Cutting Metals’” (1919-20). 

In addition to honorary membership in the Taylor So- 
ciety and The Society for the Advancement of Manage- 
ment, he was a life member of the American Society of 
Mechanical Engineers, of the American Association for the 
Advancement of Science, and of the Engineers’ Club of 
Philadelphia, and was a member of the Franklin Institute, 
the American Economic Association, and the Indian Rights 
Association. 


H. S. Person. 











T 


long 
ecor 
ogni 
pow 
is p 
earn 
enjc 
emp 
only 
tere: 
not | 
A 
dent 
disa; 
Ir 
sulte 
amo 
Law 
Law 
and 
1. 
busi: 
fect: 
emp 
sure 
peor 
ya 
prev 
T 
busi 
whic 
one 
Bur 
than 
then 
cent 
pora 
all o 
If 
men 
coul 





at ‘vv -_ 


fF PHY ee YY + 


1 


)- 
of 
1e 


of 


ts 








To Amend the “Law” of Supply and Demand 
By CHARLES R. STEVENSON 


Stevenson, Jordan & Harrison, Management Engineers 


HE President’s declared aim to insure a universal 
high standard of living year in and year out 
would make for surer, more uniform, and in the 

long run greater average profits—if accomplished by 
economically sound methods. It is now generally rec- 
ognized that business is dependent upon purchasing 
power and that the largest part of the purchasing power 
is provided by the earnings of the millions of wage- 
earners and farmers—not by the dividends and interest 
enjoyed by the few. Therefore high wages and steady 
employment, coupled with reasonable prices, are not 
only in the public interest but in the strictly selfish in- 
terest of employers. Philanthropy and altruism need 
not enter into it. 

As with so many things, it is not so much the Presi- 
dent’s objective with which thoughtful business men 
disagree, as with the way he proposes to achieve it. 

In his so-called “anti-monopoly message,” which re- 
sulted in the appointment of a committee to investigate, 
among other things, the functioning of the Anti-Trust 
Laws, the President said that he believes the Anti-Trust 
Laws no longer protect the public interest as intended, 
and should therefore be revised. His contention is: 

1. The growing concentration of private power in 
business and finance seriously impairs the economic ef- 
fectiveness of private enterprise as a means to provide 
employment for labor and capital, and as a way to as- 
sure a more equitable distribution of income among the 
people as a whole. 

2. Concentration has this harmful effect because it 
prevents full and free price competition. 

That there has been considerable concentration of 
business in large units is beyond doubt. The statistics 
which the President cites show that in 1935 one-tenth of 
one percent of the corporations which reported to the 
Bureau of Internal Revenue owned 52 percent, and less 
than 5 percent owned 87 percent, of the assets of all of 
them. One percent of all corporations earned 50 per- 
cent, and less than 4 percent of the manufacturing cor- 
porations earned 84 percent, of the net profits made by 
all of them. 

If one wanted to pick flaws in the President’s argu- 
ment there are plenty of openings. For example, it 
could be pointed out that those statistics deal solely with 


corporations, although a considerable part of American 
business is carried on by partnerships and individuals. 

Again: To prove that stock ownership is concen- 
trated the President brings forth statistics to the effect 
that in 1929 three-tenths of one percent of the popula- 
tion received 78 percent of the dividends reported by 
individuals. However, in 1929 less than 8 percent of 
the national income came from dividends. If in that 
year all of the income from investments, plus all of the 
salaries of corporation officers, had been distributed 
equally among the have-nots, the per capita income of 
the masses would have been increased less than 40 cents 
a day. 

It would seem from the figures that the interests of 
the public would be best served, not by spreading the 
ownership of the corporations, but by making certain 
that they are allowed to operate in a manner which will 
permit them to pay high wages and provide regular em- 
ployment. After all, few workers care much who owns 
the corporations so long as the management is able to 
provide steady work at good pay. 

Whether the concentration of business works for or 
against the public interest depends upon the purpose for 
which large companies are formed, and still more upon 
the way in which they are managed. We all know that 
some mergers were formed for anti-social purposes— 
to sell investors over-valued and watered securities, or 
to exploit consumers with monopolistic prices. Some of 
the stock selling enterprises have turned out quite well, 
chiefly because they were skilfully managed in the pub- 
lic interest. The early trusts, whose expressed purpose 
was usually monopoly, were notoriously unsuccessful. 
Their piratical tactics worked their downfall, because 
monopoly prices restricted their sales and stimulated di- 
rect competition, and in some instances brought about 
the development of wholly new products which broke 
the monopoly. 

However, most present-day consolidations were put 
together to achieve economies of the type that are not 
available to small businesses. Thus vertical mergers re- 
duce the load of intermediate profits that the price of the 
ultimate product must carry. Horizontal mergers, con- 
sisting of several similar plants close to the various 
consuming markets, reduce distribution costs. While 
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efficiency is by no means directly proportionate to size 
there are certain economies that are possible only for 
large aggregations of capital. Most if not all of the 
successful very large companies, whether consolidations 
or natural growths, have prospered because they serve 
the public interest. With no exceptions that occur to 
me, they supply excellent, attractive products that the 
public wants. Their prices are reasonable, reflecting 
the reductions in production and selling costs effected 
by improved methods. These policies have increased 
consumption and thus employment. The economies 
have made it possible for higher wages to be paid with- 
out boosting prices. Critics of mere largeness might 
note that it is seldom the large producer which pays 
starvation wages, but rather the small inefficient one, 
which knows no way to cut costs except to sweat labor 
or skimp quality. 

Even if it be admitted that some of the practices of 
some large companies are not above criticism, it would 
hardly seem to be in the public interest to destroy the 
great deal that is beneficial in order to correct such evils 
as may exist. Yet that would certainly be the result of 
decentralizing the existing large concentrations and 
preventing all further efforts to secure the economies 
of large-scale operations. 

In his message the President ignores the possibilities 
for good that are inherent in big enterprises and con- 
siders only the possibilities for evil. He seems to as- 
sume that given the power any business man would set 
selling prices so high that the majority of people could 
not buy his product, and that even the more prosperous 
consumers would not buy without first considering 
thoughtfully whether they prefer to own this article at 
this price, or that one at that price. The truth is that 
successful big businesses—especially those producing 
consumers’ goods—are built on prices so low that a 
large portion of the people buy the product quite casu- 
ally, without enlisting the aid of mathematics to de- 
termine which of several desirable products they shall 
have to go without. Yet that is the process through 
which the classical economists assumed every consumer 
always goes. 


Economic “Laws” 


Incidentally, I believe that many of our economic and 
business troubles have come from the attempt to apply 
antique economic teachings to modern methods of pro- 
duction and distribution. 

The classical economists laid down “laws” which are 
actually not laws at all, but merely hypotheses or 
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guesses formed to explain complicated phenomena— 
which have changed and become still more complicated 
since the laws were formulated. 

It is a reasonable suspicion that often the laws were 
based, not on experience with business, but on purely 
intellectual processes. This was probably the genesis of 
that thread-bare old saw about competition being the 
life of trade, which has been dinned into generation 
after generation as a God-given truth that is not to be 
questioned or critically examined. I don’t believe it is 
sacred. However suitable it may have been to some by- 
gone age, experience has cast serious doubts on its 
present value as a guide. 

Yet it is the President’s conviction that only by stimu- 
lating and sharpening competition can we open the way 
to a more wide-spread prosperity. While recognizing 
that there are exceptions, he says: “Generally over the 
field of industry and finance we must revive and 
strengthen competition if we wish to preserve and make 
workable our traditional system of free private enter- 
prise.” 

And he makes it plain that when he says “competi- 
tion” he means price competition. He says that price 
competition has been killed by the concentration of in- 
dustrial power, and that as a result prices rise even in 
mildly prosperous times to a point which chokes off de- 
mand and causes depression, and then are maintained at 
an artificially high level which prevents effective de- 
mand from stimulating business and bringing recovery. 

If prices were maintained at too high a level, those 
would undoubtedly be the results. But I doubt that any 
considerable number of business men are so short- 
sighted as to choke off the purchasing power of their 
potential customers intentionally. To expect to make 
profits by killing the home market would necessitate 
subscribing to some such fantastic doctrine as that all 
customers come from Heaven and that their purchasing 
power consists of golden cobble stones which they pry 
up from the Celestial boulevards. Only with such a 
market would it be sound judgment to pay as low wages 
as possible and price the goods at all the traffic will 
bear. 


On the Nature of Prices 


It is true that in some industries prices are what 
might be called “rigid” —although I believe “firm” is a 
more nearly exact description. On the other hand, in 
many industries there is no price structure worth men- 
tioning. The price policies of various industries differ 
as widely as the types of productive machinery they use. 
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Prices, whether rigid or not, which are unreasonably 
above cost are in the interest neither of the public nor 
of the manufacturers who think they benefit from them. 
But it is equally certain that jelly-fish price procedures 
are not in the public interest. 

If business is to give employment at high wages it is 
essential that prices, while kept as low as possible, must 
be somewhat higher than cost. Otherwise, producers 
will have the choice of paying lower wages or going out 
of business. In either event the workers will suffer— 
which is hardly in the public interest. 

Asa matter of fact, the “law” of supply and demand— 
which the old economists taught was a sort of gover- 
nor on the ups and downs of business—actually catches 
the ordinary man coming and going, and in his capac- 
ities as both employe and consumer. 

It takes no account of costs. When the demand for 
some product exceeds the supply, prices rise regardless 
of costs to a point where some consumers can no longer 
buy and others express their resentment by staging a 
buyers’ strike. Or, the excessive profits of the industry 
may attract new capital which in time provides so much 
productive capacity that supply exceeds demand. In 
either event prices then fall below costs, the weaker 
businesses fail and all survivors cut down on operations 
while disposing of excess inventories—which usually 
takes quite a while. 

If the rise in prices were confined to one industry it 
would not be so bad for the consumer, for he could in 
many cases turn to substitute products. But usually all 
industries are affected more or less simultaneously. 
Even though workers are usually fully employed when 
prices are rising, their wages buy less and less, until, 
just before the inevitable turn, they find themselves, so 
far as purchasing power is concerned, not much better 
off than if they were unemployed. 

When prices are falling—in the event that anyone 
has forgotten the experiences of recent years—plants 
operate only part time if at all. Goods sell at bargain 
prices—but that is of less than academic interest to the 
unemployed who have no wages to spend and so cannot 
buy at any price. 

Thus, under the law of supply and demand, does the 
pendulum swing from one undesirable extreme to the 
other. The best that the public can hope for is that over 
a long period of years the average price will be a fair 
one. But even though the average price be fair, only 
occasionally are wages and prices in reasonable balance. 
The rest of the time even high wages are insufficient 
compared to prices. 
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As a matter of fact, price competition causes depres- 
sion in individual industries even when business gener- 
ally is good. 

As a rule, the industries which are chronically dev- 
astated by price competition are those which have too 
much producing capacity for any consumption than can 
be reasonably expected, and too many units competing 
for what volume there is. 

Price disorganization is sometimes due merely to a 
natural desire to get more business. A manufacturer, 
forgetting past experience, steps out after additional 
orders with a cut price which he believes to be merely 
a temporary concession, with the idea that his competi- 
tors will let him capture a few nice orders without re- 
taliating. He forgets human nature. Instead of taking 
his foray lying down, competitors go after his scalp. 
The hostilities seldom stop until all prices are way below 
cost, wages are cut, and bankruptcy petitions are filed 
by, or against, the weaker sisters. 

Much helter-skelter price cutting is primarily due to 
the misconception that a price policy which is well- 
adapted to one industry will necessarily work equally 
well in another. Typical of this is the common convic- 
tion that the total consumption of any product can be 
stimulated by reducing prices to a point that will permit 
more people to buy. We all know that lower prices 
open new buying strata for automobiles and many other 
products. But it is unlikely that lower prices increase 
the total consumption of, say, letter-heads, grinding 
wheels or hack-saws, the demand for which is largely 
determined by business activity. When a producer of 
such products cuts prices, he may get more business— 
but he gets it away from some competitor who can be 
counted on to cut his prices in the effort to get it right 
back. 

Another common fallacy is that prices can safely be 
cut below cost, the resulting increase in sales bringing 
production economies which will alter the relationship 
between cost and price and so leave a profit. It is true 
of course that the closer to capacity a plant operates the 
lower will the costs be. But if the necessary volume is 
secured at some competitor’s expense, a price war is as 
usual precipitated, the available business is spread 
among all in the industry, no one gets enough perma- 
nent volume to effect production economies, and all 
producers end up selling below cost. 

Still another misconception is that a slackening de- 
mand can be stimulated by price cuts. This is a point 
that the President stresses. The fact is that large buy- 
ers are wary of buying on a falling market. At sucha 
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time they buy only for pressing immediate needs. Ex- 
perience has taught them that one price cut is usually a 
sign of many more to come. 

Finally, the price structures of entire industries are 
sometimes shot to pieces by a producer whose business 
death would be to everyone’s good—his own included. 
He does not know his own costs—a condition which is 
far more prevalent than is generally realized. The qual- 
ity of his product, and his service, are below that of the 
rest of the industry. Price competition is all that he 
has to offer, so in the belief that somehow he may be 
able to wangle a profit out of an order at any price, he 
takes practically anything the buyer offers, hoping it 
will enable him to survive until a hoped-for turn comes. 
Sometimes, for him, the turn never comes. In the 
meantime he pays low wages and all but ruins his in- 
dustry. 

With chaotic price conditions the rule in many in- 
dustries, how account for the more orderly, or if you 
prefer, “rigid,” price structures of others? There are 
several explanations. To try to evaluate their relative 
importance or frequency would be to generalize un- 
warrantably. 

When one or two concerns are much larger than the 
others in an industry, their prices are often quite closely 
followed by the rest, without the slightest hint of col- 
lusion. That condition exists in quite a few industries, 
to their great good. 

In some industries most of the producers operate at 
about the same level of efficiency, and have accounting 
systems which enable them to know their actual costs. 
Having learned from sad experience that they can’t 
make ends meet by selling below cost, those with moder- 
ately strong back-bones decline to accept a price that 
will not leave a profit—which means that throughout 
such an industry prices for similar goods are bound to 
be quite close if not identical. 

In fact, the better informed a business man is about 
his own business and his industry, the more likely he is 
to shun price competition entirely and, acting inde- 
pendently, to rely on the other competitive weapons 
such as quality, reputation, service, design and advertis- 
ing. 

Another factor which makes for uniform prices in 
some industries is that the going price is bound to be 
pretty much common knowledge—at least to alert com- 
petitors. This takes away one of the purchasing agent’s 
most deadly weapons. 

Producers are often slow to reduce prices because to 
do so would cause heavy losses to their distributors. 
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And, hard as it may be for some to believe, prices are 
often kept firm in spite of pressure in order to protect 
small competitors. 

It seems likely that it is such trends and policies as 
these rather than collusive agreements, which account 
for most of the uniform prices and the less tremulous 
price structures to which the President points as evi- 
dence that the Anti-Trust Laws need tightening. 

The whole question of price policies, it is evident, is 
complex and not to be answered categorically. If a 
sweeping attack is made on all business in the effort to 
correct possible price abuses in a few strong industries, 
it is certain that the weaker ones will be still further dis- 
organized—to the great hurt of the public. Yet the 
President seems to believe that by stimulating price 
competition in all industries the public interest will be 
served. 

Actually, price competition has often prostrated 
whole industries and depressed large sections of the 
country. Take bituminous coal as an example. For 
many years we have had both actual and potential coal 
producing capacity far in excess of demand. Cut-throat 
competition drove prices below the cost of production. 
Numerous producers went into bankruptcy—none were 
able to make a profit. 

But did the public benefit? Here is what the Su- 
preme Court of the United States said about it: “Many 
mines have been shut down, the number of days of op- 
eration per week have been greatly curtailed, wages to 
labor have been substantially lessened, and the states in 
which coal producing companies are located have found 
it increasingly difficult to collect taxes.” This is a most 
moderate statement. The miners and the business peo- 
ple in the coal producing areas were poverty-stricken 
almost beyond belief. 

Grant that the consumers of coal saved money on 
their purchases. They could see the savings. What they 
could not see was the toll that conditions in the coal in- 
dustry levied on them indirectly—and which probably 
cost them more than they saved on coal. 

When coal miners work only a couple of days a week, 
and that for wholly inadequate wages, they cannot buy 
from the local merchants. The merchants cannot buy 
the thousands of items they customarily stock, so pro- 
ducers and their employes all over the country suffer. 
Thus, it is evident, severe depression in the coal indus- 
try in an obscure spot in West Virginia affects factory 
workers, clerks, truck-drivers and small shop-keepers a 
thousand or more miles away. The connection is not 
clear to them. All they know is that “business is bad.” 
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It is hard for a hand in a New England cotton mill to 
understand that the real reason he lost his job is because 
there is too much coal in the Appalachian region and 
that consequently price competition between the coal 
producers is unrestrained. Yet that may well be true. 

As the Supreme Court said in the Appalachian Coal 
case: “When industry is grievously hurt, when pro- 
ducing concerns fail, when unemployment mounts and 
communities dependent upon profitable production are 
prostrated, the wells of commerce go dry.” 

What happened in the coal industry is magnified 
when, as in general business slumps, practically all in- 
dustries are subject to frantic price competition. At 
the start of a general break in prices consumers are in- 
clined to gloat. But the temporary benefit to the public 
of abnormally low prices is always more than offset by 
the falling off in employment and the reductions in 
wages which inevitably follow. 

Nobody except possibly professional speculators 
wants violent price fluctuations. Employers and em- 
ployes have no difficulty in agreeing that they prefer to 
have industry operate at a constant rate year in and year 
out. Although the free operation of supply and demand 
occasionally leads us to the peaks of unhealthy boom 
prosperity, it also plunges us inevitably to the depths of 
depression. 

American industry has the capacity to supply any 
demands made upon it—not only for goods but for the 
purchasing power needed by consumers. But industry 
can do this only if it is permitted to make a profit with 
reasonable continuity—which means that it must not be 
subject to the unrestrained interaction of supply and 
demand. 

If the Government ever decided to undertake the 
regulation of all business—which to my mind would be 
most undesirable—its chief aim would doubtless be to 
protect the interests of all labor and all consumers. 
This would necessitate providing for orderly competi- 
tion at as low a price as would permit a fair return to 
labor and capital alike. As a matter of fact the Govern- 
ment is now trying to establish such conditions in the 
bituminous coal industry through the Guffey-Vinson 
Act. 

What the Government would insist on, industry 
should be permitted to do voluntarily. This would be 
allowable if the Supreme Court in its interpretation of 
the Anti-Trust Laws had not banned price agreements 
between producers but had, instead, interpreted the law 
in the way the English courts have applied the common 
law in cases involving restraint of trade. The tests 
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which the English courts apply to contracts for regulat- 
ing competition—including price agreements between 
competitors—are solely: 

1. Is the contract reasonable as between the parties? 

2. Is it consistent with the interests of the public? 

Although our courts accept these tests in theory, they 
hold that contracts which are intended to, or may, fix 
even reasonable market prices are inherently against the 
public interest. The English courts, on the contrary, 
take the attitude that contracts which fix prices and al- 
locate business are not necessarily inimical to the public 
interest, and may actually promote it. In practice this 
belief of the English courts has been borne out. There 
is every reason to believe that the same policy would 
work equally well here. 


Amend Anti-Trust Laws 


However, in view of the rule which our Supreme 
Court has laid down by its decisions, the only way that 
unfettered price competition can be eliminated in Amer- 
ican industry is for Congress to amend the Anti-Trust 
Laws in a way that will provide that price agreements 
between competitors are not necessarily against the pub- 
lic interest. Competitors should be encouraged to agree 
among themselves to establish minimum wage rates, ban 
unfair competitive practices, establish minimum stand- 
ards of quality, disseminate information about produc- 
tion and sales, standardize uniform methods of cost 
accounting, and fix prices which would assure a fair 
profit margin above cost. Some of these are now per- 
mitted, but freedom of action is too rigidly restricted. 

Theorists generally assume that given such permis- 
sion, business men would at once jack up prices to 
monopoly levels. I doubt whether any such thing would 
happen. Frequently in highly prosperous times when 
prices have been soaring, the leaders in several indus- 
tries have kept their prices well below those readily se- 
cured by their smaller competitors. They understand 
that two sure ways to fail in business are to engage in 
cut-throat competition and, on the other hand, to try to 
maintain prices at inordinately high levels. 

But we must recognize that a considerable number of 
business men are economically illiterate. Therefore, if 
price agreements between competitors are permitted, it 
would probably be advisable to protect the public 
against both the would-be monopolist and the chiseler 
who off-sets cut prices with low wages and inferior 
quality. 

This supervision should not be exercised by commis- 
sions, but in the English fashion, by the courts. Evena 
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commission composed of the most intelligent and well- 
meaning men could not do an effective job unless all 
members knew thoroughly, and preferably at first-hand, 
the peculiarities of all American industries. 

The only ones competent to formulate price, produc- 
tion and other policies and practices for any industry 
are the most experienced, far-sighted and successful 
men in that industry. 

Such men in each industry should be permitted 
to draw up detailed agreements covering everything 
needed to insure the stability of their industry. When 
accepted by a certain percentage of the industry, the 
agreements should be filed with some such department 
of the Government as the Department of Commerce. 

This department would not have the power to reject 
or modify the agreement. But if after investigation it 
considered the agreement to be against the public inter- 
est, it could bring court action. In order to expedite 
decisions it would be advisable to establish a special 
Federal court which would have jurisdiction over such 
cases only. This court could approve, modify or ter- 
minate an agreement. Appeal would be directly to the 
Supreme Court of the United States. 

Anyone injured by an agreement which the courts 
found to be against the public interest should be assured 
of proper relief. There should, however, be no crimi- 
nal liability merely for entering into an agreement 
which the court later condemned. Criminal liability 
should exist only for failure to file an agreement or to 
comply with a final court order to modify or end an 
agreement. 

Most industries are cursed with a few members who 
seem to be, by nature, non-conformists. They carry the 
ideal of individual initiative to an extreme, and are re- 
sponsible for most of the unfair competitive practices 
and price disorganization. The law should provide that 
agreements which are in the interest of the industry, 
and therefore of the public, should be binding upon 
non-signers. For a member of the industry who is not 
a party to the agreement to offer goods in interstate 
commerce which were not produced and sold in accord- 
ance with the provisions of the agreement should con- 
stitute unfair competition. 

A big question that would arise in most industries 
when price agreements are permitted would be: “At 
what level shall the price be set.” 

The courts would see to it that prices are not set so 
high as to be against the public interest. 

But if the public interest is to be served prices must 
of course be at a point which will insure a reasonable 
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margin of profit above cost. An apparently difficult 
problem is posed by the fact that in many industries 
some companies are highly efficient producers while 
others, which the economists call “marginal producers,” 
can make a profit only when prices are high. 

Some economists maintain that a “just price” is un- 
workable. Since all producers do not produce under 
identical cost conditions, price regulation, they say, aims 
always at the protection of the inefficient producers. 

It goes without saying that inefficient, high-cost pro- 
ducers in any industry would probably try to get the 
price level set at a point safely above their costs. That 
obviously would not be in the public interest. As a mat- 
ter of fact, even under present conditions, high-cost 
producers work against the public interest. 


Advantage in Efficient Management 


If, on the other hand, the price level were based on 
the low costs of the most efficient in an industry, every- 
one else would have to cut wages, produce shoddy 
goods, or go out of business. That would be even less 
in the public interest than the conditions which now ex- 
ist in disorganized industries. 

Of course the public interest would be served best if 
all producers used the most efficient methods and so 
had uniformly low costs. That would permit low prices, 
large consumption, high wages, stable profits and prob- 
ably shorter hours. It is an end worth working for. 

A surprisingly large number of marginal producers 
have been impervious to education and even to the com- 
petition of low-cost producers all their business lives. 
In some way they are able to survive from one period of 
excessively high prices tc another. That would no 
longer be possible if prices were always based on the 
costs of reasonably efficient producers. With price 
stabilization we should be less likely to have periods of 
lush profits during which the high-cost producers could 
gather a sufficient store of fat to last then: over the lean 
years. Prices would be governed by production cost 
rather than by the pressure of demand, Fixed prices 
would put it up to high-cost producers to become effi- 
cient or go out of business. 

Since such wide differences in efficiency do exist and 
since it is not likely that every producer will suddenly 
take it into his head to modernize his plant, price levels 
would at first have to be fixed at a compromise point. 

As a starter I think prices might well be based on the 
average cost for an industry when plants are operating 
at from 70 percent to 90 percent of capacity; the exact 
rate depending upon the characteristics of the industry. 
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This may sound like the death warrant of high-cost 
producers, and that is what it might turn out to be. 
However, it differs from the ordinary death warrant in 
that the culprit has a way to escape execution. If he 
repents and adopts efficient methods—the most impor- 
tant of which are practically always generally known 
and available to all—he can not only hold on to his busi- 
ness life, but live better than ever before. If he is stub- 
born his business will die. The industry and the public 
will be better off. 

The usual excuse for a concern remaining in the mar- 
ginal class is that cost-reducing equipment is beyond 
their financial means. That is no longer true, for most 
equipment can be bought on the instalment plan. Often 
the savings are more than sufficient to meet the instal- 
ments. 

As the costs of all units approach those of the most 
efficient—as they would be bound to—the price level 
will be lowered in order to increase consumption and to 
forestall competition from other industries. Even when, 
because of universally low costs and fixed prices, every 
one is assured of a profit, cost reduction programs will 
continue, for it would be plain that there would be extra 
profits to be had by those who keep a jump ahead of the 
rest of the industry. 

it will occur to any experienced business man that to 
require all producers of even a completely standardized 
product to charge exactly the same price would be un- 
workable. For instance: The demand for certain 
brands of many staple products such as packaged foods 
has been built up by advertising to such an extent that 
the producers of less well known brands, of exactly the 
same quality, would be frozen out of the market unless 
they were permitted to offer some price concession. 
The law should permit this to the extent deemed neces- 
sary by the industry. 

Other staple products lose their identity once they 
reach the distributors’ shelves. The consumer does not 
care who makes the goods. For such a product the 
price must be uniform for each market area. Other- 
wise the producer who gave a price concession and the 
distributor who got it would “hog” most of the business. 
Unless, of course, as usually happens, the rest of the in- 
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dustry met or beat the price—thus starting a price war. 

For products of that type it is essential that an indus- 
try be allowed to allocate the available volume among 
all producers on a fair basis. This is especially neces- 
sary in times when demand falls far below the total 
producing capacity of the industry. For one concern 
to be operating at close to capacity while others are 
starving for orders is unwholesome and inevitably 
provocative of destructive price-cutting. Allocation of 
production is therefore an essential adjunct to price 
stabilization. 

It is maintained by some that control of prices and 
production would stifle individual initiative. I believe 
that it would, rather, divert initiative from destructive 
activities to such constructive efforts as improvement of 
product, search for new uses for the product and the de- 
velopment of broader, more constant markets. 

Nor would such changes in the Anti-Trust Laws give 
undue advantages to large producers. The advantage 
would be with the most efficient producers. Efficiency 
is due to management, not size. Small producers are 
often just as efficient as large ones. Both should be al- 
lowed to profit from low costs to a limited extent. If it 
seems desirable, undue advantage could be protected 
against by an excess profits tax, steeply graded after 
allowing adequate reward for greater efficiency. 

If, as seems likely, putting the brakes on the “law” 
of supply and demand would make depressions less fre- 
quent and severe, efficient small producers would be 
as able to weather slumps as the large one now is, due to 
its large reserves. Thus would another disparity be- 
tween large and small disappear. 

Finally, if competitors are permitted to agree on 
prices and to allocate production fairly, one of the chief 
incentives for competitors to combine in large mergers 
would be removed. Under the decisions of the Su- 
preme Court competitors who are forbidden to do these 
things as individuals can do them legally as member 
units of a consolidation. So if, as the President holds, 
concentrations are against the public interest, their de- 
velopment can readily be discouraged by liberalizing the 
Anti-Trust Laws—rather than by stiffening them. 





The Business Man’s Interest in National 
Fiscal Policy 


By BEARDSLEY RUML 


Treasurer, R. H. Macy & Co., Inc., and Advisory Member of the 
National Resources Committee 


HE problem of unemployment is the crucial prob- 
lem before the country today. We know that it 
is not a political problem. We know that it is not 

only an American problem. We know that in some 
countries, where unemployment has been largely re- 
duced or has disappeared, there has been an enormous 
national effort for armament, the most wasteful of all 
public works programs. And we do not want to solve 
our unemployment problem with an armament program. 

A proper solution of the unemployment problem will 
mean vastly greater production. We know that this in- 
crease of production must be in consumers’ goods, even 
if it is by way of capital goods in the first instance. We 
know that a large proportion of this increased produc- 
tion will pass across the counters of retailers. And 
since these counters are already there, on this increased 
production, distribution costs will be lower and net 
margins better than they are today. 

The arithmetic of the situation is fairly simple, but it 
is generally ignored. The National Resources Commit- 
tee estimates that with our present productive capacity 
and at the present price level, we can turn out about 
ninety billion dollars in production annually. It would 
take a year or two to tune up and open a few bottle 
necks, but it would not require any “white rabbits” in 
the shape of discoveries we do not now have. 

At the present time national income is bumping along 
at an annual rate of about sixty-five billion dollars. Of 
this sixty-five billion dollars, between six and ten is be- 
ing generated by the Federal deficit of three billion dol- 
lars a year. Thus, the national income without benefit 
of Federal deficit cannot be running at an annual rate 
greater than sixty billion dollars and it may be as low as 
fifty-five billion dollars. And so there is about thirty 
billion dollars a year of additional production that has 
to be made, distributed and consumed if we are to have 
a reasonably full employment with a balanced Federal 
budget. 

This means simply that the average standard of life 
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in this country could be 50 percent higher than it is to- 
day, with no great strain on our manpower or on our 
physical plant. 

Study of these figures will convince you that the mag- 
nitude of the problem precludes its solution solely on 
the basis of private investment in capital goods. Take 
all the realistic possibilities of annual investment in 
housing, in utilities, in railroads, in re-tooling, and as- 
sume that all these things could be done simultaneously 
and every year, and then apply as large a turn-over fac- 
tor to each dollar so invested as you prudently can. 
You will find that you have only half-way closed the 
gap between present realized production and potential 
production, and with this new investment in capital 
goods you have raised the ceiling on potential produc- 
tion still higher than it is today. 

In observing these plain limitations on what private 
investments in capital goods can be expected to do, we 
do not in the slightest degree disparage their very great 
importance in any program of re-employment. Every 
appropriate encouragement should be given for such in- 
vestment. But we must realize that in the end, the so- 
lution of the unemployment problem must come with a 
much higher average standard of life, a standard of life 
that in large measure will be embodied in consumers’ 
goods. 

Just as we cannot expect to get an over-all solution to 
the unemployment problem through private investment 
in capital goods, neither can we expect a solution ex- 
clusively by the application of one or another national 
fiscal policy. For hundreds of years men have been 
fascinated by the dream of solving the production prob- 
lem and the problem of poverty by some variety of 
monetary scheme. In spite of these efforts and these 
dreams, wealth still continues to be produced the hard 
way. 

But although we may deplore excessive and exclusive 
preoccupation with monetary measures, nevertheless we 
cannot ignore the crucial position of national fiscal and 
monetary policy as one element in a recovery program. 
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Two Fiscal Policies 


Fundamentally, all possible Federal fiscal and mon- 
etary policies are variants of one of two opposite poli- 
cies. These may be designated briefly as (1) The 
balanced budget policy and (2) The compensatory fiscal 
policy. Strong arguments can be made in behalf of 
each of these policies ; important difficulties stand in the 
way of adopting either. Let us see what these policies 
are. 

The essence of the balanced budget policy is of course 
so to manage Federal fiscal operations that, over all, re- 
ceipts and disbursements balance. The purpose of this 
policy is to remove or to neutralize the effect of national 
budgetary operations, as such, on the private economy. 
If expenditure balances income, the net effect on dollar 
purchasing power in the hands of the public is pre- 
sumed to be zero. Under these circumstances, the pri- 
vate market place can function. It becomes possible for 
supply and demand to determine price as a result of 
free, open, private competition. It is argued that price 
so determined is the best method of assuring that de- 
sired goods and services are supplied, that initiative is 
stimulated and rewarded, that prices are fair, that quan- 
tities are right, that the correct balance is maintained 
between savings and consumption and that all who want 
to work shall have employment at the then economic 
wage for the particular skill or service offered. 

The essence of the compensatory fiscal policy is very 
different. It argues that, in the absence of demand, the 
market place cannot function, because the factors of 
production—capital, management, labor, and agricul- 
ture—will not permit prices to fall to the point where 
full production would be maintained. Accordingly, for 
the reasonable maintenance of demand, and therefore of 
production, the intervention of the Federal government 
is required from time to time to provide purchasing 
power in the hands of the public. Conversely, it is pos- 
sible that through the private banking system or other- 
wise, purchasing power might be created in excess of 
our capacity to produce. Under such circumstances, to 
avoid a privately induced inflation, the intervention of 
the Federal government would be required to provide 
decrease of purchasing power. 

Thus it is clear that in certain respects a compensa- 
tory fiscal policy is the exact antithesis of a balanced 
budget policy. The balanced budget policy requires that 
ideally the Federal budget should be in balance every 
year; the compensatory policy requires that ideally the 
Federal budget should be related to the activity of pri- 
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vate business and therefore should show either a deficit 
or a surplus of some amount. 

It is also clear that between these policies an absolute 
choice must be made if we are to have any fiscal policy 
at all. The policies are opposite and do not permit of 
any compromise or intermediate position. 

There are some important variants of these two poli- 
cies. One variant of the balanced budget policy asks 
that the budget be balanced, not only on a strictly cash 
basis of intake and outgo, but that various statutory and 
other reserves be currently provided out of tax income. 
Although this is not a true balanced budget policy, it is 
in no sense compensatory. It is consistently deflation- 
ary, and is advantageous from the standpoint of real 
income to all who command fixed income of various 
types, such as rents, annuities, interest on bonds, and 
certain salaries and wages. 

One variant of the compensatory policy asks for a 
budget that will some day be balanced. It is important 
to notice that the postponed balance policy is really a 
compensatory policy since the reason for the postpone- 
ment is recognition that Federal budgetary intervention 
is necessary to sustain purchasing power. If the advo- 
cates of postponed balance did not so believe they would 
demand an immediate balance. The National Economy 
League has shown in detail how a balanced budget can 
be achieved year after next. There is no need for fur- 
ther postponement, except on the basis of compensatory 
policy. 

The so-called pump-priming or lending-spending pol- 
icy is a crude variant of the compensatory policy. It is 
crude because it applies to only one phase of the com- 
pensatory problem, namely, the phase when there is 
need for expansion. Also, it looks to only one side of 
the budget, namely, expenditures. The pump-priming 
policy is too frequently advocated by interests who have 
some particular program or specific expenditure at heart 
and who use fiscal arguments improperly to justify dis- 
bursements without the pain of increasing taxes. 

A third variant of the compensatory policy calls for a 
balance of ordinary receipts and ordinary expenditures, 
and obtaining compensatory effects through the charac- 
ter of taxation and expenditure and through items “out- 
side the budget.” Such a formula makes concessions to 
popular beliefs as to fiscal orthodoxy, but it has the dis- 
advantage of obscuring the true issues involved, and of 
almost invariably leading to increased expenditure as 
the sole compensatory method. 

The arguments in favor of a balanced budget policy 
are of three general kinds, economic, political and 
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psychological. The economic argument states that any 
policy other than that of a balanced budget will disturb 
the free competitive markets and will prevent supply 
and demand having their natural effect on prices of 
goods and services, and therefore on production, dis- 
tribution and consumption. The political argument 
states that any policy other than a balanced budget pol- 
icy puts too much power in the hands of the controlling 
political party and that no Congress can be depended 
upon to stand up against special pressures for expendi- 
ture and for tax reduction. The psychological argu- 
ment states that confidence in public credit requires a 
balance of receipts and expenditures. Confidence is a 
matter of conformity to accepted beliefs, assumptions 
and practices. The prevailing beliefs that are relevant 
to fiscal policy are, first, no individual, corporation or 
state can live beyond its income indefinitely; second, 
debts contracted must be paid, and honor requires that 
no debt should be contracted unless there is intention 
and possibility of repayment; third, you can’t get some- 
thing for nothing; fourth, irredeemable paper currency 
in the end becomes worthless. 

It is generally conceded that these beliefs are held by 
a majority of the population. Accordingly, even though 
they may be false, or only partly true, or irrelevant as 
applied to national fiscal policy, nevertheless fiscal pol- 
icy must conform to them to maintain confidence in 
public credit, and through confidence in public credit, 
confidence in the soundness and stability of the eco- 
nomic order generally. 

There are also exceedingly strong arguments in favor 
of the adoption of a compensatory fiscal policy. The 
fundamental argument for such a policy rests on two 
separate but related considerations. 

First, we have in this country a private, competitive 
capitalist system. This system is based on the private 
and voluntary use of debt, credit and savings by indi- 
viduals and corporations. The operation of this system 
involves necessarily from time to time increases and de- 
creases in aggregate purchasing power with no cor- 
responding increase or decrease in potential production. 
The consequences are distorted price relationships, 
boom and depression, and persistent under-employment. 
Such instability is morally and politically destructive. 
Therefore, for these changes in aggregate purchasing 
power, arising from the very nature of private capital- 
ism as we know it, the national state must compensate 
in the management of its fiscal and monetary opera- 
tions. 

Second, the effect of the application of science and 
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technology to production is to increase potential produc- 
tion. The mere creation of this increase in potential pro- 
duction does not of itself insure either (a) that there will 
be corresponding increase of purchasing power, or (b) 
if there be such increase of purchasing power that it 
will be spent on consumption or invested in new plant. 
Unless and until the increase in potential production re- 
sults in increased purchasing power and this increased 
purchasing power is spent on consumption or is invested 
in new plant, the result will be unemployment, and par- 
tially idle plant. Accordingly, to maintain reasonably 
full employment and full production, the Federal gov- 
ernment must be prepared to provide from time to time 
necessary additional purchasing power through the 
management of its fiscal and monetary operations. 


Summary 


In summary, a private, competitive capitalist system 
with progressive technological improvement, by virtue 
of its intrinsic nature, requires deliberate operations of 
a compensatory character affecting purchasing power. 
The necessary compensatory action is most readily 
taken with least interference with private enterprise 
through the management of the Federal budget, and the 
adoption of related and consistent monetary policies. 

A compensatory policy is not new to American experi- 
ence. The powers of the Federal Reserve System with 
respect to open market operations, reserve requirements 
and rediscount rates have been established with compen- 
satory action in the monetary field in mind. The ex- 
tension of this policy to the management of the budget 
and of taxation would supplement existing compensa- 
tory devices. It is argued that this extension is now 
made necessary by the violence of recent swings in busi- 
ness activity. 

The principle of the compensatory budget requires an 
important extension of the common concept of the 
function of taxation. 

The compensatory effect of the budget is produced, 
not by the absolute level of income or expenditure, but 
by the magnitude and method of obtaining the net cash 
deficit or surplus. This deficit or surplus may be al- 
tered either by changes in disbursements or by changes 
in receipts. 

It follows therefore that taxation, in providing reve- 
nues to the Federal government, concurrently gives one 
method of controlling the size of the deficit or surplus. 
That is to say, taxation provides a mechanism whereby 
purchasing and investing power in private hands can be 
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reduced or increased in amounts and in a manner con- 
forming to general public policy. 

It is important to understand this point of view on 
taxation, since it becomes at once clear that the question 
of a compensatory fiscal policy is quite separate from 
the question of how large Federal expenditures ought 
to be. The magnitude of Federal expenditures should 
be determined solely by consideration of what are the 
proper activities of the Federal government. If we 
want a compensatory fiscal policy, this can be admin- 
istered as well by reducing taxation as by increasing 
expenditure. 

The choice of fiscal policy is also independent of 
questions of efficient expenditure. Under either a bal- 
anced budget policy or a compensatory policy, expendi- 
ture should be honest, efficient and directed toward 
worth-while objects and objectives. 

Many business men favor a balanced budget pro- 
gram, not so much because they want to get a free com- 
petitive market in which prices will be determined by 
supply and demand, but because they feel that a bal- 
anced budget policy will mean lower taxes. Such hopes 
may turn out to be wholly illusory. A reduction of 
more than three billion dollars in Federal expenditure 
would be necessary to warrant a beginning in the reduc- 
tion of tax dollars received under a balanced budget 
policy. Such a reduction of Federal disbursements 
would have to be achieved partly by stopping some ex- 
penditures and partly by turning some activities back to 
state and local budgets. The effect therefore of reduc- 
tion of Federal expenditures will be to reduce purchas- 
ing power and increase local taxes, which are primarily 
taxes on consumption and on real estate. The taxes re- 
quired by the Federal government to balance the budget 
will be lower in dollars, but the rates will have to be 
higher since the taxes will apply to a smaller national 
income. The possibilities of real tax reduction are 
much better under a compensatory fiscal policy than 
they are under a balanced budget policy. 

It is my feeling that some day we will come to a com- 
pensatory fiscal policy. I think we will come to it be- 
cause we shall want to have a national program that will 
be decisive with respect to the elimination of unemploy- 
ment and the provision of reasonable economic security 
and stability. Such a program will almost certainly in- 
clude a compensatory fiscal policy in some acceptable 
form. 

As to the balanced budget policy, I have grave doubts 
whether the free competitive market in the form re- 
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quired for a balanced budget policy to work can in fact 
be brought about. I do not believe that equity capital, 
management, labor or agriculture would make the sacri- 
fices in price structure necessary to make it work. The 
political arguments favoring a balanced budget are 
weighty, but they seem to me to judge democratic in- 
stitutions at their worst and to ignore practical evidence 
of what democratic institutions have actually accom- 
plished. In any case, the political necessity of acting 
decisively with respect to unemployment will some day 
transcend all other political considerations. 

Regardless of whether we have a balanced budget 
policy or a compensatory policy, there can be no differ- 
ence of opinion that either policy must be administered. 
It is important to realize that proper administration of 
fiscal and monetary policy in the United States today 
requires correlation of policy and harmonious action on 
the part of a number of independent agencies. The 
Federal Reserve is responsible for determining redis- 
count rates, reserve requirements, open market opera- 
tions and certain banking regulations. The Treasury 
is responsible for Federal revenue and for the sale, re- 
purchase, and retirement of Federal securities. The 
Bureau of the Budget is responsible for the preparation 
of a plan of Federal expenditure, and can have great in- 
fluence on the character and timing of what is done. 
And in addition to these Federal agencies, the states and 
local governments must be associated in some way in 
the national fiscal and monetary picture. 

The appointment by the President last November of 
a Fiscal and Monetary Advisory Board was a long step 
toward achieving correlation of policy and program 
among the several Federal agencies involved. No mat- 
ter which policy is adopted, some such Board is an in- 
dispensable instrument if we are to have effective 
administration and broad public understanding of the 
fiscal policies under which we are living and the reasons 
why they have been adopted. 

Finally, to come back to the beginning, the main thing 
is to get full production and full employment. Insofar 
as fiscal and monetary policy can contribute to these 
ends, it should be so determined. The time is rapidly 
coming when a truly decisive program will be called for, 
and the nature of that program will be greatly affected 
by the choice of fiscal policy, balanced budget or com- 
pensatory. As business men we must be alert to the 
implications for business of one policy or the other in 
the broader program of obtaining full employment and 
full production. 











Effort Rating 


By RALPH PRESGRAVE 
General Manager, J. D. Woods & Company, Ltd., Toronto, Canada 


T IS in the very nature of things that the time study 
man should be regarded with suspicion and met with 
antagonism. While we all realize this situation and 

as individuals have often been successful in overcoming 
it, nevertheless constant exposure to it has tended to 
breed an apathy. 

As a consequence the pointed thrust contained in the 
United States Budget for 1940 ? does not appear to have 
engendered anything more severe than an amused con- 
tempt at the lack of understanding that it indicates. 
Nevertheless we should be seriously concerned; not at 
the ruling itself, but because, apart from its political 
implications, it is symptomatic of a public attitude for 
which, regardless of the fundamental rights and wrongs 
involved, the blame must rest on our shoulders. 

Few of those who have given thought to the matter, 
have any doubt that valid time study has a vital place in 
industry and that there is no substitute for it. More- 
over they know that it is not anti-social although, like 
any other profession it has its charlatans, its racketeers, 
its incompetents ; the more so because it is in its infancy 
and is wholly unregulated from within. 

Apart from these superficial abuses we still must re- 
gretfully admit that if time study has a high purpose it 
has largely failed to achieve it, or even to be aware of it. 

The reason for this is that we have seen it as an 
invention when we should have realized that it is a phi- 
losophy. I use a precise meaning of the word philoso- 
phy to indicate that until we regard time study as a basic 
set of laws upon which a rationale can be built, we shall 
continue to flounder among a multitude of time study 
systems squeezed to fit a confusing variety of wage in- 
centive plans. Unquestionably many of these were de- 
veloped carefully out of a broad experience and the 
scientific approach. Others arose out of nothing more 
substantial than a desire to be different. Each has its 
ardent supporters whose claims we make virtually no 
attempt to assess. 

1 Paper presented at the Annual Conference of The Society for the 
Advancement of Management, October 6, 1939. 

2The United States Budget for 1940 as presented by the President 
on January 3, contains this provision on page 742: 

“No part of the appropriations made in this Act shall be available 
for the salary or pay of any officer, manager, superintendent, foreman, 
or other person having charge of the work of any employee of the 
United States Government while making or causing to be made with a 
stop-watch, or other time-measuring device, a time study of any job 
of any such employee between the starting and completion thereof, or 


of the movements of any such employee while engaged upon such 
work; etc.” 


One by-product of this disorder is to my mind 
eminently regrettable. Confused, perhaps a little em- 
bittered, many of us have turned to the growing refine- 
ments of motion study as an outlet for our professional 
skill, and have left the time study field more and more 
to the ministrations of the less competent. 
the case it should be clear enough that motion economy, 
one of the soundest developments of modern times, will 
itself be discredited if its results are expressed in terms 
of inequitable and opportunist rate-setting methods. 


This being 


Motion study, which is purely analysis, cannot achieve 
its full purpose unless its results are given concrete 
existence through the agency of an accurate system of 
measurement, the basic principles and techniques of 
which are unassailable. 

It is in the fact that time study proper is a branch of 
the science of measurement that we find assurance of its 
eventual universal acceptance. Science and industry 
can advance only as the techniques of measurement 
evolve and become more precise. I must not here di- 
late upon this fascinating subject except to remind you 
of one thing. In commerce and industry we find, and 
very naturally so, that as goods or services become more 
costly or more desirable the precision with which they 
are measured becomes more exact. Wage levels have 
tripled since the turn of the century. This rising value 
along with the heightened regard must lead to increas- 
ing accuracy in measuring the time required to perform 
work. Done with equity this is as much to the ultimate 
advantage of labor as it may appear to be to the imme- 
diate advantage of management. 

Obviously it is not feasible to review the whole field 
of time study in a single session. Consequently, by way 
of lending point to the foregoing generalities I would 
like to attempt a brief critique of one little-understood 
element in time study procedure—that known as “effort 
rating.” The study will suffer because we shall have to 
consider it by itself, although in practice effort rating is 
too closely interrelated with other phases of time study 


to be so isolated. 
Adjustments 
All the recent text-books on time and motion study 
give recognition to the fairly obvious fact that actual 
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recorded timings must be modified to compensate for 
the degree of productivity shown by the operator while 
the study was being taken.* There are four main 
methods of making this adjustment. They are: 

1—Application of mathematical formulae. 

2—Comparison with, or synthesis of, standardized 
times for basic movements of the body and its mem- 
bers, reflexes, etc. 

3—The process known as “levelling.” 

4—“Effort” rating in several forms. 

If any two of these methods were to give the same 
answer it would be coincidence. Such a happening, 
however, is not infrequent and leads to erroneous con- 





clusions by superficial observers. Each system has its 
exponents, many of whom fall prey to a popular fallacy. 
Unaware of the need for developing a supporting theory 
they say in all sincerity that the system must be right 
because it works out in actual practice. This is one more 
case in which a popular proverb may betray us. Here 
the proof of the pudding is not in the eating, although 
it may well be in the gastric ulcers that come after the 
pudding is long forgotten. 

We all know that even the crudest and most inequi- 
table piece-work system will operate with apparent 
smoothness. Loose and tight rates will average out and 
operators will know how to adjust their productivity to 
the earnings that are manifestly expected of them. 
Thus it is quite possible that a time-study method may 
give apparently sound results and still be based on false 
assumptions. As a matter of fact the existence of very 
uniform earnings itself is suggestive of loose and faulty 
rates. 


Mathematical Formulae 


The first method, somewhat outmoded, is probably an 
outcome of early over-enthusiasm for the use of science 
in management. There are several phases of it, all hav- 
ing consistency as a basis. A straight graphical, mathe- 
matical or statistical formula is applied, making it 
theoretically possible for a slightly trained clerk to turn 
out studies to be worked up by others even less skilled. 
The idea is so clean-cut and so attractive that if it were 
feasible the whole problem of time study would have 
been settled long ago. 

The purpose is admirable, being at one with the basic 
purpose of all scientific investigation; i.e., the reduc- 
tion of all observed phenomena to formulae. The 
method, however, defeats the purpose. A priori reason- 


3 Barnes, R. M., ‘‘Motion and Time Study,” John Wiley & Sons, 
pages 200-210. 
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ing will reveal the fallacy; so also will careful experi- 
ment and observation. 

If one applies the method to studies of several 
operators doing the same work he will usually get re- 
sults so diversified as to be useless, the reason, of course, 
being that the whole matter hinges on consistency which 
can be a most deceptive element. While, in the main, 
consistency is presumptive indication of rapid and 
competent operating, there are too many conflicting ele- 
ments to permit generalization to the extent of embody- 
ing the idea in a formula. Nor can consistency ever be 
the sole factor in evaluating operator productivity; in 
fact it is a minor factor and, as we have said, sometimes 
misleading. For instance, there is a great variation in 
the degree of consistency attainable between opera- 
tions of different types. A slow operator sometimes 
may be more consistent than a fast operator. Often the 
introduction of a fixed mechanical element may force 
consistency on an operator. Again the condition, uni- 
formity or position of materials may have marked effects 
on possible consistency. Before passing to the next 
system I would like to mention that there are two other 
methods of dealing with consistency which we shall dis- 
cuss later. 


Standardized Times 

In the meantime may we turn our attentions to a con- 
cept which is at the other end of the scale. It is pre- 
cise and it appeals to reason. Far from being outmoded 
it has hardly been looked at. I refer to the method out- 
lined in Mr. W. S. Holmes’ recent book “Applied Time 
and Motion Study.” 

This method is based on the assumption that there 
are basic times for certain simple and exactly defined 
motions of the various members of the body. Also that 
there are similar times for nerve reflexes, eye focussing 
and so on. 

It is further held that any timeable movement or ele- 
ment in a study is merely a composite of certain of these 
motions. By checking as many of the standard times as 
we can against the parallel recorded times, we can ob- 
tain an adjustment factor entirely free from judgment, 
arbitrary formula or guesswork. Or, better still, if an 
entire study can be built up on body-member times 
alone it is obvious that no adjustment would be neces- 
sary, since the sum of the basic standards would be the 
true value. 

There is no gainsaying that this conception is ideal 
and that it reduces time and motion study to their fun- 
damentals. While it appears to have the germ of the 
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ultimate in it, thus far in practice its applicability is so 
limited and so affected by non-standard elements that 
its value is almost entirely academic. Also it needs fur- 
ther rationalization. We are called upon to accept the 
standards on faith as being “reasonable” and represent- 
ing a rate of speed which no worker should be asked to 
exceed. This last is a debatable point. Moreover, the 
quasi-precision achieved by stating the standards to four 
places, is somewhat vitiated by the use of broad and ap- 
parently semi-arbitrary allowances for delay. Also no 
attempt is made to locate the exact position of the time 
standards within the working range of human effort. 

This point, which is the crux of this whole address, 
will be expanded immediately after consideration of the 
third method on our list. 


Levelling 

The device known as “levelling” is familiar to most 
of you since it is very well presented in the most 
widely read text of them all, “Time and Motion Study” 
by Lowry, Maynard and Stegemerten. It is repeated 
often in literature and it has a widespread use and ac- 
ceptance. My opinion is that it has a rule-of-thumb 
practicality and has given satisfactory results within 
broad but definable limits. 

Yet Mr. Holmes in his book tosses levelling out of 
court as being unscientific and erroneous. I am in 
agreement with him but he treats the matter so sum- 
marily that I feel some examination of the factors is 
indicated. 

Here is a copy of the summarized elements and their 
range as it appears in the texts: 


RATING SCALE FOR LEVELLING 


Conditions 


+ 0.06 A Ideal 

+ 0.04 B Excellent 

+ 0.02 C Good 
0.00 D Average 

— 0.03 E Fair 

— 0.07 F Poor 


Skill 


+0.15 Al Superskill 
+ 0.13 A2 
+ 0.11 B1 Excellent 
+ 0.08 B2 
+ 0.06 C1 Good 
+ 0.03 C2 
0.00 D Average 
— 0.05 El Fair 
— 0.10 E2 
— 0.16 F1 Poor 
— 0.22 F2 


Consistency 


+ 0.04 A Perfect 

+ 0.03 B Excellent 

+ 0.01 C Good 
0.00 D Average 

— 0.02 E Fair 

— 0.04 F Poor 


Effort 

+ 0.13 Al Killing 
+ 0.12 A2 
+0.10 Bl 
4.0.08 B2 Excellent 
+ 0.05 Cl 
+0.02 C2 Good 

0.00 D Average 
— 0.04 El Fai 
— 0.08 E2 “*" 
—0.12 Fl P 
— 0.17 F2 “°% 
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We find that there is a total range for the four fac- 
tors of 88 points (minus 50 percent to plus 38 per- 
cent) and that of these points Consistency accounts for 
8 percent (plus or minus 4 percent) and Conditions 
accounts for 13 percent (minus 7 percent to plus 6 
percent). 

I group these two together because in fact they may 
be inseparable, consistency being a reflection of con- 
ditions as often as it is of control by the operator. 

We have already discussed consistency at some length. 
“Conditions” is a similar element and seems no more 
subject to reduction to arithmetic than does the former. 
Even if it were possible to so reduce it, it hardly seems 
sensible that a gross variation of speed of only 13 per- 
cent represents the entire limit of the effect of condi- 
tions. Nor does it make sense that adverse conditions 
give practically no greater deviation from the norm than 
do favorable conditions. 

No amount of rationalization will elevate this method 
of handling these two factors to a level that could even 
be classed as empiricism. Much of the error arises from 
the risky practice of using average times instead of 
selected times, the whole point being that conditions 
and consistency cannot be treated to measurement but 
must be handled through critical observation and 
method analysis. 

The third item on the levelling table is that of 
“skill.” It is arbitrarily given the heaviest weighting of 
all (minus 22 percent to plus 15 percent). Again 
this is supported by no theory and if we accept it we 
must be prepared to say that it is possible to measure 
within exact limits a factor which we cannot even 
define. 

The word “skill” means different things to different 
minds and includes in varying degree such elements as 
dexterity, speed, intelligence, muscular co-ordination, 
mechanical ability, strength, experience, ingenuity and 
what not. In actual use of the levelling method it is in- 
variably the case that speed and effort are confused— 
as can be proven by ordinary arithmetic. 

To attempt to rate for skill is an overt admission of 
incompetence as an observer and as an analyst. The 
point is this: no matter how we define skill its degree 
can manifest itself only as variations in method. Varia- 
tions in method cannot by their nature be subject to 
rating. They present a problem of motion analysis. 

May I point out again that the function of time study 
is measurement, and the function of motion study is 
analysis. Also all rating devices are measurement de- 
vices. To try to use analysis where measurement is 
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required and vice versa, is an evidence of slovenly and 
incomplete thinking. 

However, some may defend skill rating on the 
grounds that high skill may permit high speed without 
producing changes in method. This may be so, espe- 
cially if we consider co-ordination to be an ingredient 
in skill. However, it is wholly irrelevant, because, 
while we may measure the speed made possible by the 
skill, we still cannot measure the skill. Or, looking 
at it from another angle, how can we distinguish in 
this case between speed per se and speed which is the 
result of special skill? Obviously we cannot, nor is 
there need that we should. I repeat that the highly im- 
portant element of skill can be handled intelligently 
only by method analysis. Speed can only be handled 
by speed rating, which brings us to the fourth element 
in the Levelling method—Effort Rating. Effort is not 
defined and appears to have some esoteric meaning, for 
it is permitted a range of minus 17 percent (poor) to 
plus 13 percent (killing). Those at all conversant 
with human activities must be aware that the difference 
between average effort and killing effort is many times 
greater than 13 percent, when translated into results. 

We can only conclude that it is not intended in this 
particular scheme that effort and production should have 
any measurable relationship, and that the effort scale in 
the table is purely arbitrary in common with the other 
three elements. 

However that may be it would be a quibble to de- 
part from the generally accepted convention that varia- 
tions in effort are exactly proportional to variations in 
speed. Following which it is incontestable that speed 
and productivity are parallel and that the rate of speed 
is in exact inverse proportion to the time taken to per- 
form a given act. 

It is possible that the use of the term effort has con- 
tributed a little towards vague thinking. The word is 
not entirely a happy choice since it seems to include 
some consideration of fatigue, an element that is usually 
taken care of after the correct time standard is set. On 
the other hand, while “speed” is a more precise term, 
it has certain unfortunate associations. It would be 
better to borrow the musical term “tempo” since it has 
rate-of-speed as its precise meaning. 

This brings us to the only factor which has a measur- 
able and demonstrable relationship to the time actually 
taken by the operator in performing any motion or set 
of motions. And for a few minutes I would like to 
discuss some of the main aspects of a vital phase of 
time study that receives scant attention in the literature. 
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Effort Rating 


May I repeat again that effort, speed, tempo, or 
whatever we may call it, is the only factor in time 
study which provides any logical basis for mathemati- 
cal adjustment of recorded times. 

Mr. Holmes makes this point in his book, page 201, 
and discusses the use of basic movement standards. As 
we have said, this method has elements of impractica- 
bility. The further away one works from the field of 
pure research the greater the hiatus between this pro- 
cedure and the methods one is obliged to use in practice. 
Effort rating bridges this gap and is a practical method 
for which there is as yet no substitute. 

In case some may not be familiar with this piece of 
technique, may I explain that it is nothing more nor 
less than an attempt to measure by judgment the rate 
of speed at which an operator is working at a given 
moment. It is probably best known in connection with 
the Bedaux System, although it is used in almost identi- 
cal form, but with different nomenclature, in other 
systems. Its very nature and the fact that it has been 
accompanied by a certain amount of hocus-pocus, has 
given rise to doubts as to its validity. It may clarify 
things if I deal with some of these doubts before trying 
to show something of the theory on which effort rating 
is built. 

In the first place we may well ask if it is necessary 
to adjust for operator tempo at all. The answer lies 
in the fact that variations in speed of at least as much 
as 100 percent are occasionally encountered between 
operators. The normally encountered range has a 
spread of about 50 percent, while even the individual 
operator may show variations of 20 percent to 30 per- 
cent between studies or even during the course of one 
study. We cannot here go into the reasons for these 
variations—but aptitude, fatigue, emotional attitudes, 
co-ordination, nerve response and so on are part of the 
story. Later I shall show some common examples of 
this range of human effort. Meanwhile, accepting it 
as a fact, it is obvious that we must take it into account 
in dealing with any recorded timing. The only other 
method would be on a statistical basis, and this is clearly 
impossible when often we have only one operator to 
deal with on a job. 

Admitting then the need for measuring speed, and 
realizing that it cannot be measured by an instrument, 
is it really possible to measure it by human judgment? 


And, if so, with what degree of accuracy? 


#Barnes, R. M., Op. Cit., pages 201-203, also, Wechsler, David, 
“Range of Human Capacities,’’? Williams & Wilkins. 
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Experience has snown that it is definitely possible and 
with an error of no more than plus or minus 5 percent. 
In fact on clean-cut operations it should not exceed 
plus or minus 3 percent, which is as accurately as the 
stop-watch itself can be read in the average element. 

Paradoxically, although it is purely a matter of esti- 
mate, it is really the most accurate element in a finished 
time study. By way of clarification may I point out 
that a study commences with a set of figures that are 
almost useless until human judgment is brought to 
bear on them. 

First, close observation and judgment are applied to 
the methods. Then decision must be made as to 
whether the time finally used is to be a minimum time, a 
modal time, an average time or just one single record- 
ing picked out as telling the story. 

When all this has been done the effort rating is ap- 
plied. Definitely the possible scope for variations in 
selecting the timing is greater than the scope for error 
in estimating the speed. Of course, the method is not 
infallible, but the gross errors sometimes attributed to 
it are almost invariably errors resulting from failure to 
observe variations in method. 

Further errors arise from failure to rationalize effort 
rating by developing a supporting theory, as well as 
from neglecting to form a precise training technique. 
It is in these two points that I feel many practitioners 
have been careless. As a result one observer’s scale of 
ratings may not always jibe with another’s; or his high 
ratings may not bear the proper mathematical relation- 
ship to his low ratings, mainly because he does not quite 
understand what he is doing. However, when proper 
training is given, it is safe to say that the method is so 
readily attainable that it can be transmitted without de- 
viation from the pattern, and can even be self-taught by 
any person of normal intelligence and with an academic 
training that goes no further than simple arithmetic. 

Before training comes the theory and it is a very 
simple one; namely, that unimpeded human effort has 
a definitely limited range and that this range is roughly 
the same for any type of physical effort, whether it 
involves the whole body or only one of its members. 

It is here that we should use the word tempo rather 
than effort because it is relative speed that we have in 
mind and not the quantitative expenditure of mechani- 
cal energy. 

The first difficulty we encounter is the need for a 
unit of measurement that will be common to all physical 
activity. In actual practice there are three general 


reference points for this unit: 


Vol. IV, No. § 


(a) Normal speed. 
(b) Average speed. 
(c) Maximum speed (or 100 percent). 

Effort is then rated in relation to one of these three, 
either percentage-wise or in hypothetical units such as 
the “B” used in the Bedaux System. 

All three reference points present a problem in 
that their determination cannot be absolute but must be 
empirically set against a background of experience in 
recording human effort. Of the three I very much pre- 
fer the first as being more logical and fitting more equi- 
tably and reasonably into incentive plans without 
modification. However, it is a fact that, once defined, 
each could be used to produce the same result, although 
the third would be rather more risky than the other two. 

“Normal” time should represent normal unstimu- 
lated effort by a normally competent person doing a 
job correctly. Embodied in an incentive plan it should 
coincide with the effort required by the basic wage rate 
for the job, on the assumption that increased speed 
should result in proportionately increased production 
and be rewarded by proportionately increased earnings. 

The second reference point, “average” speed, may be 
taken to represent the average speed of operators under 
incentive. In fact it is largely used in piece-work set- 
ups where “average” earnings rather than “basic” earn- 
ings are considered. It is probably about 25 percent 
higher than “normal” speed and does not lend itself as 
well to a rationale. 

The third method attempts to set the “minimum” 
time on a job, mainly for use in incentive plans in which 
the operator is bonussed in some manner as he ap- 
proaches what is regarded as maximum speed. 

The fallacy here is that operators can and do some- 
times beat this standard, thus leaving it with no mean- 
ing at all. Actually it is virtually impossible to define 
such a point except where the operator’s output is en- 
tirely governed by the machine, or, for instance, in the 
100-yard dash in which we might safely regard the 
minimum time as 9.4 seconds. 

In the first of these cases we are not rating human 
effort at all and in the second we are dealing with an 
extreme instance that has only the most tenuous con- 
nection with day-by-day productivity. Moreover the 
precision with which running can be rated on the basis 
of maximum effort comes from thousands of record- 
ings and almost limitless experience in a singularly 
simple procedure. Its counterpart is not to be found 
in industry and the attempt to establish true minimum 
times through the rating of recorded times is futile. 
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For present purposes we shall use only the “normal” 
time basis, particularly since it is a point that has ap- 
parently been well established and because, as you will 
see, it seems to fit well into the scheme of things. A 
moment’s thought will reveal that we cannot pin down 
this standard until we definitely locate it in the range 
of some simple and easily measurable piece of effort. 

The simplest and most understandable is walking, in 
which effort can be directly related to the time required 
to cover a prescribed distance. With considerable 
unanimity the speed of three miles an hour without 
load has been selected as the standard. No matter 
how one views this rate of speed it proves to be sound. 
It fits very well into the table of records shown here, 
and a personal test by stop-watch over a short measured 
distance will provide convincing proof of its reason- 
ableness. 

Here I draw your attention to two charts which 
should aid in visualizing the preceding points. 

The first chart gives a general idea of how effort is 
distributed throughout its range. You will note that 
in an overall range of roughly 300 points, “normal” is 
one-third the way up the scale, that the working range 
is in the middle third, while the upper and lower thirds 
cover extremes that the time study man is not much 
concerned about. The second chart is an attempt to 
show how two well-known activities fit into the first 
scale—that is, if one accepts the reference points, which, 
as I have said, are arbitrarily set. 

You will note a very close agreement in the cham- 
pionship levels, especially when the test lasts about an 
hour. In the working range the points fit in very rea- 
sonably. Your attention is drawn to Mr. Holmes’ 
walking standard. You will recall that he claimed his 
body-member standards to be reasonable and such that 
no operator should be expected to exceed them. 

Certainly the effort of 18 percent above standard 
could be termed “reasonable.” I do not know whether 
or not his other standards fit into the effort scale at 
the same place. If they do, then the claim that no 
operator should be required to exceed them is debat- 
able. This brings up the question of the philosophy of 
incentives which we cannot discuss here. All I can say 
is that this effort level is exceeded as a matter of course 
in almost all plants not on day work, and exceeded by 
substantial amounts, even greater than 50 percent. 

May I suggest here that these charts be not taken 
too seriously in all their aspects. In any of the cases 
given, especially in the upper levels, we cannot say what 
are the effects of fatigue, nor to what extent potential 
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effort is impeded by mechanical limitations imposed by 
an instrument or by the structure of the human body. 
Factors may enter into violent bursts of effort, or into 
strenuously sustained effort that may not appear in the 
normally encountered range. 

As evidence of some of these factors I would like you 
to ponder over the following fact. In compiling the list 
of walking records I also compiled the running records. 
I found that in all distances from one mile up, running 
speeds were very consistently about 47 percent higher 
than walking speeds. This would put the running 
standard at 4.4 miles per hour, which is fairly reason- 
able. However, when we come to the 220-yard dash 
(which incidentally is run at a higher rate of speed 
than the 100-yard dash) we find this rates at 500 per- 
cent above standard. 

Now neither our typing, nor our walking show any 
signs of hitting much more than half this speed. Is 
our scale of effort entirely wrong, or could it be that 
walking as a mode of locomotion imposes mechanical 
limitations which prevent the walker from exercising 
his potential effort to the full? Is the typist restrained 
by the machine, or by his own powers of co-ordination? 
Also we must remember that after a minute of that 
terrific effort the runner is down to a much closer re- 
lationship with the walker. We must bear in mind too 
the fatigue induced by the 220-yard dash. 

I leave these points with you. They are extremes 
and quite possibly only of academic interest. They need 
not in any way invalidate the conception of tempo 
within the normally encountered range. Time is too 
short for further theorizing and I would like to use up 
the last few minutes in explaining how effort rating 
can be taught. The examples in the tables should give 
a hint of this. 


How to Teach Effort Rating 


The study of walking is the best way of teaching an 
observer to rate. All that is needed is an assistant, a 
stop-watch and a measured space. Convenient distances 
are 44 feet if you are using seconds, 52.8 feet if you 
are using decimal minutes and 47.5 feet for decimal 
hours. These permit even standards of 10 seconds, 
.20 minutes and .003 hours respectively. 

The trainer, or assistant, walks the specified distance 
at various speeds and records the times. The observer 
attempts to rate the speed in terms of percentage above 
or below standard, and then checks his rating against 
the actual times. They are, of course, in inverse ratio 
to the rate of speed. 











132 ADVANCED MANAGEMENT 


Vol. IV, No: 5 


APPROXIMATE RANGE OF HUMAN EFFORT IN RELATION TO NORMAL REFERENCE POINT 












































ABove STANDARD : ’ s 
Speeds in this range do not occur in day-by-day work. They typify the extremes such 

2007%- as are found in athletics. They are sustainable only for comparatively short (up to 1 
hour) periods and by especially able performers. 

175%- 

150%- Similar to above but covering longer periods (6-8 hours). See corresponding chart for 

125%- walking records. 

100%- Approximately the top range under actual working conditions and under incentive. 
Achieved only by marginal fringe of operators with unusual stamina, muscular and visual 
co-ordination etc. 

75%- 

The group classed as “fast” operators. 
50%- 
25%.|~< Approximate peak of frequency curve for run-of-mine operators under incentive. 
weal i.e. “Average” Speed. 25-30% above normal. 
STANDARD 0 Reference Base. Normal Operator. Normal Tempo 
25% 
50% Few persons performing an operation correctly work at below standard tempo. Usually 
- those that do so lack some special aptitude required by the job. 
75% 
Betow STANDARD Zero Effort. 
RANGE OF EFFORT IN 
TYPING TYPING AND WALKING WALKING 
Short Bursts (about 170 words per min.) 240% [-250%— 
—>- 
— 212% 1 mile record (6% mins.) 
ontmen <_ 
—200%-— 
Professional Record. 140 words (1 hour) 180% es 180% 5 mile record (36 mins.) 
—| — |<— 
ae >. VU, 
Amateur Record. 129 words (% hour) 158% “we” 10 mile record (1% hours) 
—_ mpeg 
| as 25 mile record (3% hours) 
—_— —— 
a 112% 50 mile record (8 hours) 
— <_ 
Novice Record. 96 words (%4 hour) 92% = _ 
a 85% 100 mile record (18 hours) 
~<— 
Working Speed. Senior Typist 75 words 50% —— 50% 4% m.p.h. Brisk walk 
“a ees British Army Route March. Rif 
Working Speed. Intermediate Typist 65 words 30% a . Only rt 4 ee <a oo tens 
(Good Routine Performance) —Si— . si a0 . . we : 4 
ki d. tor Typist 55 ie. 10 ——— aa r. Holmes’ Standard. 3.55 m.p.h. 
WERE Spee. Saale Taye — cin — |~<14% British Army Route March. 40 lb. 
a load. 3.4 m.p.h. 
Standard. About 50 words. Pass speed Std. Standard 3 m.p.h. 
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TABLE OF COMPARATIVE WATCH READINGS 
FOR RANGE OF WALKING SPEEDS 














Rating Seconds Decimal Decimal 
Percent Minutes Hours 
Deviation 
From Std. (44 ft.) (52.8 ft.) (75S fi) 

—2§ 13.3 .267 .0040 
20 125 .250 .0037 

15 11.8 .236 .0035 

10 11.1 abe .0033 

5 10.5 211 .0032 

Std. 10 .200 .0030 
+ § 9.5 190 .0029 
10 9.1 182 .0027 

15 8.7 174 .0026 

20 8.3 .167 .0025 

25 8.0 .160 .0024 

30 te 154 .0023 

35 7.4 148 .0022 

40 ye 143 0021 

45 6.9 138 0021 

50 6.7 133 .0020 

60 6.2 125 .0019 

70 5.9 118 .0018 

80 5.6 Alt .0017 

90 5.3 105 .0016 
100 5.0 .100 0015 


Common Error: 44 feet in 8 seconds against a standard of 
10 seconds is a speed of 25 percent above standard—not 20 
percent. Also 12.5 seconds for the same distance is a speed of 
20 percent below standard—not 25 percent. 


There is not time to put on a demonstration of this, 
nor even to discuss all the details. In any case these 
soon show up when one starts to use the method and 
many refinements will suggest themselves. 

The first step is for the observer to get firmly fixed 
in his mind a picture of standard speed. It is most im- 
portant that this conception be not based on any esti- 
mate of time taken to cover a given distance, but rather 
on a flash impression of tempo. The actual rating 
range will not be greater than from 25 percent below 
standard to 75 percent above standard, since even these 
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extremes are only occasionally found in time study 
work and in any case are rather hard to rate, there 
being, among most observers, a tendency to rate towards 
standard when extremes are encountered. 

After a few brief sessions the observer will find that 
he is able to rate from 10 percent below standard to 
50 percent above with surprising accuracy. He is now 
ready to carry this conception of tempo into factory 
work. He may find it a little confusing at first because 
he will undoubtedly have differences in method to cope 
with as well as different types of work. However, by 
constantly returning to the training method, he will 
shortly find that the estimate of relative speeds can be 
used quite readily on practically all types of physical 
effort. 

To exemplify this the dealing of playing cards may 
be used in conjunction with walking as a training 
method. The standard for dealing (after shuffling) the 
entire deck of 52 cards into four piles is .50 minute. 
Normal play is from .35 to .40 minute. Times of .20 
minute or less will be encountered in players of unusual 
speed and co-ordination giving examples of ratings of 
150 percent above standard. The important point that 
the use of these two methods demonstrates is that the 
picture of relative tempo is the same in each in spite 
of the fact that they could hardly be more dissimilar 
in type. May I suggest that you try them out. 

In concluding, may I again express a regret that time 
prevents a proper orientation of the subject. It is only 
in its integration with the other elements of time study; 
in its relationship with motion study; in its adjustment 
to the application of incentives, that it can be fairly 
assessed. Even in the points that I have raised it has 
been necessary to ignore most of the pros and cons, so 
that the picture has been represented as a good deal 
more clean-cut than is the case in actual practice. 
However, that is more or less irrelevant since most of 
the gaps can be filled in from your own experience and 
from the literature. In any case my object has not been 
so much to promote a particular method as to suggest 
a more critical viewpoint, a more searching curiosity. 





A Prophecy for Time and Motion Study 


By N. MADISON CARTMELL 
McKinsey & Company, New York 


O TELL you what I am expected to discuss I 
quote instructions received from your Program 
Committee : 


The central theme of the Conference is “Management’s World 
of Tomorrow.” All papers will attempt to project our thinking 
into the future of management, say five years hence. Your 
topic will be “A Prophecy for Time and Motion Study” and 
will analyze Time and Motion Study as a tool of Manage- 
ment. We may then have new tools and new techniques of 
time-study measurement. We will probably have an increasing 
amount of social legislation, with shorter hours and a continu- 
ance of the “share the work” movement. Al! of this will have 
its effect on Time and Motion Study. New techniques of sell- 
ing Time and Motion Study must be developed. Labor will 
perhaps demand a larger share of the savings resulting from 
methods change. Labor will also participate to a greater de- 
gree in the setting of time standards and establishing the tasks. 
Better methods must be worked out to eliminate disputes over 
time standards. There will probably be an extension of Time 
and Motion Study methods into the field of sales and distribu- 
tion, office activities as well as governmental activities. 


Recognition of Time and Motion Study 

The character of management problems arising cur- 
rently makes it fairly easy to predict that there will be 
more recognition of : 

1. The gains to be attained through time and motion 
study. Hence it will be practiced even more widely 
than now. 

2. What are good practices and techniques for time 
and motion study. 

3. The inter-relationship of time and motion study 
with shop methods studies and plant layout studies. 

4. The finesse to be practiced in applying standards 
and in dealing with labor. 


Practice Will Increase 

More recognition of the gains through time and mo- 
tion study would entail more recognition of its primary 
objectives. These are: 

1. The determination of new and better ways and 
means of performing work in order to use less human 
effort, to produce at lower cost, or to produce better 
quality. 


1 Paper presented at the Annual Conference of The Society for the 
Advancement of Management, October 6, 1939. 


2. The establishment of standards for measuring the 


work done by and the effectiveness of labor and of 
management. 

I have deliberately omitted any indication that these 
studies should be undertaken primarily as a basis for 
the establishment of wage incentive plans. This is not 
a true objective for time and motion studies because a 
wage incentive plan is merely a tool for encouraging 
workers to do the standard tasks, which should be only 
what may reasonably be expected of them, and to 
reward those who do more than the laggards. 

There is no question about the desire of manage- 
ment for sound measuring sticks to determine the effec- 
tiveness of labor and of itself. Neither can we question 
the need to conserve the time of labor and to lower costs 
if our standards of living are to increase. Year by year 
more managements recognize that time and motion study 
is an effective tool for fulfilling its responsibilities, and 
hence the use of these studies is increasing. 


Future Techniques and Methods 

There is a vast difference between today’s average 
practice and the most advanced practice. Some com- 
panies are now using methods which will not be gen- 
erally recognized, or at least not widely adopted, for at 
least five years, so that we might almost point to today’s 
advanced practice and say that that will be the custom 
five years from now. 

New discoveries will probably be limited to gadgets 
for observing and recording actual time and motion 
more accurately. Nevertheless, I think that we will 
continue to rely chiefly upon the naked but trained eye, 
and the stop-watch. I am not disregarding the fact 
that we now are not utilizing fully the mechanisms we 
already have, such as the motion camera, but the need 
for such mechanisms is decreasing as our productive 
work is becoming more highly mechanized. 

What is the present “average practice’? From wide 
observation in many industries, I would say the present 
“average practice” is to “time” (with a stop-watch) 
the number of pieces an average employe can produce 
on a given operation in a given unit of time, with al- 
lowances for fatigue and other factors. Many of you 
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may feel that present average practice is considerably 
in advance of that, but if you knew how many still de- 
pend on nothing more than a foreman’s judgment or 
comparison with another so-called similar job, you 
would recognize the truth of this statement. 


All Types of Plant Studies Must be Considered 

It is important that there be co-ordination of time and 
motion studies with studies of shop methods and plant 
layout, but at the present time such co-ordination is too 
often lacking. This situation is due to the fact that 
many men quite capable of taking time studies are in- 
capable of or at least have not been trained in shop 
methods or plant layout studies. 

Time and motion study men should now and in the 
future be capable of conducting these studies. Many 
times methods and layout studies must be made in ad- 
vance of or simultaneously with time and motion studies 
if a sound result is to be attained. Furthermore, better 
layout and better methods will make the task easier for 
the employe, and thus eliminate the causes of com- 
plaints on the part of labor. 


Finesse in Establishing Standards 

There will be more universal recognition of the need 
for finesse in applying standards and in dealing with 
labor. The time and motion study man and the man- 
agement for which he works, have more to learn about 
this phase of our subject than any other. 

I would define a modern time and motion study man 
as two-thirds industrial engineer and one-third labor re- 
lations or personnel expert. Ability to understand the 
workers’ viewpoint plays an important part in the suc- 
cess of the time and motion study man. 


Labor’s Participation in the Establishment of 
Standards and Tasks 

Labor in the future will participate to a much greater 
extent in establishing time standards and labor tasks 
and will do so, either by regularly reviewing manage- 
ment’s proposed standards and tasks, or by participating 
in the detailed studies preliminary to setting standards. 
This is an inherent right of labor which is being exer- 
cised in an organized way by labor unions. We can 
look forward to an increase in such activity in the 
future. 

Unfortunately, heretofore labor’s participation has 
appeared most often in objections to management’s pro- 
posed standards and tasks. Management must use 
greater care to eliminate the possibilities of such argu- 
ments by reviewing new standards with the workers af- 
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fected and by training them in the motions and methods 
on which the standards are based. 

Organized labor has been increasing its participation 
in the detailed studies over the last two decades, al- 
though the increase has been slow and largely confined 
to a comparatively few industries and organizations. 
Now, organized labor has its own time study engineers 
in branches of the garment and other trades. There are 
many instances where management and labor have 
jointly hired outside engineers for establishing or 
checking tasks and standards in individual plants. 

This trend is a natural one and should continue, but 
the rate of increase will be dependent largely upon a 
change of attitude on the part of some labor representa- 
tives toward the use of time study. I think we are seeing 
a change as workers and their representatives recognize 
the gains to be achieved through this work. In this 
connection, it is interesting to note one phase of the 
present labor trouble in the Chrysler plants. The press 
quotes Richard T. Frankenstein, U.A.W.-C.1.O. Re- 
gional Director as saying in part: “The Chrysler Cor- 
poration within recent weeks has arbitrarily undertaken 
to fix production standards without consideration of the 
workers’ capacity to perform respective operations and 
without consultation of the workers’ chosen representa- 
tives. These arbitrary standards have been fixed on 
new work concerning which the corporation can have no 
reliable data on which to base production standards. . 
We are asking a time study to determine a fair day’s 
work.” Note that this important official of a union 
which has participated in many recent labor conflicts, 
approves of time study in the shop although not syn- 
thetic time study, and that he desires to participate in 
the setting of standards which right, he reports, has 
not yet been granted by management. 


Labor’s Share in Savings Resulting from Methods Study 


Labor will perhaps demand a larger share of the 
savings resulting from a motion study program. Such 
demands are being received continuously and similar 
demands must be anticipated in the future, although 
they may not necessarily be justified. 

Labor does not necessarily have an inherent right to 
participate in these savings, although in many instances 
it should participate. Each case must be considered on 
its merits. Some of the factors which must be weighed 
are: The employer may be and may have been for many 
years operating at a loss, and fighting for his business 
life. On the other hand, the employer may be making 
greater profits than justified by any economic, inventive 
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or monopolistic reason. Salaries paid to executives may 
be too high or low. Labor already may be reasonably 
paid or actually overpaid as measured by standards of 
living or prevailing wages in the locality and industry. 
Labor may have been working at a low percentage of 
true efficiency, or it may be working at close to 100 per- 
cent. A saving may be an isolated case upon a single 
operation affecting one employe, or it may affect an 
entire department so that the sharing of a considerable 
saving might make the wage of one employe or a small 
group of employes disproportionate to those of all other 
employes in a plant. The employe may have contrib- 
uted nothing to the saving, and he may even be subject 
to less fatigue than before the change. 

These considerations and others indicate that each 
situation in each plant must be considered upon its own 
merits, and that we can draw no general conclusion to 
be followed. 


Labor and Management Co-operation 


There is no sound reason why we cannot attain a high 
degree of mutual confidence and co-operation between 
labor and management. The time when management 
places full confidence in labor and its representatives is 
dependent to a large extent upon those representatives 
indicating to management that they can be trusted with 
responsibilities which affect the vitality of business. 

The actions of most labor representatives primarily 
indicate what the workers are forcing them to do. Most 
workers as individuals believe that “A fair day’s pay” 
and “A fair day’s work” are a couplet which cannot be 
separated, although at times it seems difficult to recog- 
nize this thinking in the actions of groups. Probably 
the most important reason responsible for this is the 
workers’ lack of a real understanding of general busi- 
ness and economics, and of the particular problems of 
their employer. For example, how many workers in 
your plants realize the additional number of units which 
may be saleable and accordingly the additional hours of 
labor that may result if price can be reduced through 
lowering of costs? How many workers know their em- 
ployers’ particular problems, and how many employers 
have tried to give their workers a real understanding of 
those problems? Yet the workers can make or break 
many companies. 

Full co-operation can be attained only when sufficient 
numbers of the workers themselves are convinced of the 
mutuality of the employer-employe interests, are certain 
that they are getting a fair deal, and are willing to out- 
vote or to quiet the minority. Time and motion study 
men, together with the foremen and others who do or 
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should come into contact with the workers, have an im- 
portant part to play in this work. In order to develop 
their abilities, they should keep abreast of the thinking 
and developments of the industrial psychologists, physi- 
ologists, statisticians and others who are working in 
the personnel and related fields. 


Social Legislation 


We will probably have additional social legislation 
with shorter hours and a continuance of the share-the- 
work movement. If so, it means an impetus for time 
and motion studies and other plant studies as legislation 
increases costs. 

While new laws are to be anticipated, the interpreta- 
tion, when made, of legislation now on the books, par- 
ticularly national laws, may have the same disturbing 
influence as new laws. Furthermore, some mandatory 
provisions of new laws are not yet in full effect. For 
example, on October 24, under the Wage and Hour 
Law, the maximum hours decreased from 44 to 42 per 
week while the minimum wage increased from 25 to 30 
cents per hour. The net effect is an increase of about 
14.5 percent in minimum weekly labor rates. 

Much of our recent social legislation both state and 
national, should not be damned too severely. On the 
whole it has lagged behind the policies and practices of 
most progressive employers such as those who provided 
sanitary working conditions and workmen’s compensa- 
tion long before they were required by law. The group 
insurance, pension plan and similar measures of many 
employers parallel in many respects the recent social 
security legislation obligatory upon all employers. En- 
lightened employers have led the legislators because it 
was good business to provide these measures as a means 
of attracting and holding good efficient labor for their 
establishments. 

The employers who have been hurt the least by such 
legislation are the larger and more efficient and profit- 
able ones who already, in most instances, have given 
their employes a better break than required by law. It 
is significant that they also have been the leaders in time 
and motion study. Whatever legislation we have in 
the future, if it is reasonable, is not to be feared by the 
progressive. 

The employers who are hurt the most by such social 
legislation are usually those who are primarily respon- 
sible for the demand for such legislation in the first 
place. Those employers and those who state that they 
cannot afford to pay a minimum living wage are too 
often found to be making little use of modern produc- 

(Please turn to page 144) 
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Influences of Environmental Changes on 


Distribution Problems 
By H. S. PERSON 


Consultant in Business Economics and Management, New York 


INCE my subject was announced momentous 
events have changed dramatically and radically the 
foreground of the environmental picture. How- 

ever, I shall yield only by limited reference to the 
temptation to speculate on immediate problems imposed 
by the war. The major interest of these remarks is, 
today as it was a month ago, in the background of the 
environment; in problems which circumstance may ob- 
scure for a few years, but which are fundamental prob- 
lems that will reappear, possibly stronger in their 
insistence and more disturbing in their forms. 

It is natural for the merchandiser to be concerned 
primarily with the problems of the moment, and not 
to look far ahead. Inherently his interest is in turn- 
over ; in clearing and replenishing his shelves today and 
next week, in order to maintain that flow of goods from 
fabricator to consumer which is his special function. 
Such limited interest on the part of individual mer- 
chants is understandable. 

But limited vision on the part of merchandisers as a 
group is inexcusable and is dangerous for them. It is 
dangerous because as a functional group they are being 
ground between the upper millstone of manufacturers’ 
organized manoeuvers and the lower millstone of con- 
sumers’ relatively unorganized but nevertheless power- 
ful mass resistances. No group needs organized efforts 
for its own salvation more than does the merchant 
group, because no individual in the series of economic 
functions is more helpless in respect of environmental 
forces than is the individual merchant left to his own 
resources. If distributors are organized, however, the 
excuse of individual preoccupation with immediate 
problems disappears, for the inherent function of a pro- 
fessional organization, which in itself is not an oper- 
ating merchandising institution, is to look around and 
ahead at the larger environment. There is no more im- 
portant responsibility of professional organizations than 
to maintain a service unit engaged in scouting the larger 
economic environment. Individual nearsightedness 
must be compensated for by collective farsightedness. 


1 Paper presented at the Boston Conference on Distribution, Boston, 
Mass., October 2, 1939. Reprinted by permission. 


Buyers’ Market 


When one examines the proceedings of the Mer- 
chandising Section of the International Management 
Congress in Washington a year ago, or the proceedings 
of the various retail organizations generally, one fact 
stands out: the interest of the past decade has been in 
the consumer and in the technique of consumer re- 
search. That is because nearly twenty years ago, and 
more violently ten years ago, American business was 
thrown on a buyers’ market. For fabricators and mer- 
chandisers alike the consumer really became king. So 
the merchant set himself to the task of trying to analyze 
the mass consumer mind, in order to discover therein 
concealed patterns of stable elements that would serve 
him as standards in terms of which to plan and direct 
operations. During a period slightly longer than the 
past decade, distributors have been engaged seriously in 
adapting to their field the technique of scientific man- 
agement developed earlier in manufacturing: on the 
one hand attempting to discover standards through con- 
sumer research, to which I have referred, and on the 
other hand developing a new operating technique ex- 
pressed particularly in short orders, stock control, cost 
accounting and other measurements of operations, as a 
mode both of discovery of and adjustment to these 
standards. The stimulus to all of these advances in 
merchandising technique was a buyers’ market. That 
buyers’ market, it should be added, involved larger en- 
vironmental problems to which merchandisers have not 
yet given serious attention. They have left these larger 
problems to the manufacturers, and the manufacturers’ 
experiments in their solution have apparently in many 
important respects been disadvantageous to the re- 
tailers. 

Change to Sellers’ Market 


The probability is now fairly strong, I believe, that 
we are entering a period of moderate duration in which 
business will again experience a sellers’ market—with 
ups and downs, of course. Basic patterns of conduct 
and the institutions of a people do not change easily and 
speedily ; the twenty years since the last world war has 
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been but a moment, reckoned in terms of experience 
with such change, in which a people may learn new les- 
sons and develop new habits. It is likely that there will 
be a war of several years which will call for application 
of dammed up savings to productive activities, generate 
some degree of inflation, and induce the type of busi- 
ness activity that goes with inflation. The momentum 
of this development may last for several years after the 
close of hostilities. We are likely to have repeated a 
1914-1919 followed by a 1920-1929, which in turn will 
be followed by a 1929-1939. The degrees of intensity 
and the specific lengths of these sub-periods will likely 
be different from those of the preceding prototypes; 
perhaps the earlier ones shorter and the last one longer. 

It is rational to expect that achievements in the 
technique of consumer research and of operations con- 
trol will survive as a net advance, but the center of 
gravity in merchandising interest will be shifted. Mer- 
chants will come to be preoccupied with other problems. 
Instead of continuing to discover by elaborate research 
the exact specifications of an item that will induce pur- 
chasing, the merchant will be concerned more with pro- 
curement of merchandise and with those variables 
identified by the term caprice. And especially will he 
be concerned with those problems of consumer goodwill 
arising out of his status as a buffer between the manu- 
facturer and the consumer. Notwithstanding additional 
controls, prices generally are likely to advance more 
rapidly than wage-income; manufacturers on a sellers’ 
market will strive to compensate for lean years by tak- 
ing advantage of all the market will bear; and the mer- 
chandiser will be in the unenviable position of having to 
meet consumer reactions directly, for he is the contact 
man. Merchandisers will have some very critical prob- 
lems of relationship to suppliers and to consumers, and 
a strong collective organization of capacity and vision 
will be a most useful instrument. 

However, notwithstanding some such shift in the cen- 
ter of gravity of merchandising problems, I do not sug- 
gest that they will be as onerous as the problems of a 
buyers’ market have been, and that a sellers’ market will 
not be more exhilarating and perhaps more profitable 
than the buyers’ market of the past decade. 


Background of Environmental Factors 


But even though a sellers’ market will be more ex- 
hilarating than the preceding buyers’ market, the 
subsequent new buyers’ market is likely to be more de- 
pressing not only than the preceding sellers’ market but 
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also than the buyers’ market of recent years. This 
thought brings me to what I have principally in mind; 
to the environmental factors back of this foreground of 
war and its immediate influences. Assuming a three- 
years war, it is likely either that the depression follow- 
ing the war will be more intense and devastating than 
that from which we are emerging—in my mind the 
more likely outcome—or that, because of collective ef- 
forts during the war to avoid that consequence of war, 
the relations of government to business and the struc- 
ture and processes of business will have been so 
changed that enormous problems of readjustment will 
confront all business—merchandising as well as manu- 
facturing. Parenthetically, it is possible that if there is 
such readjustment the heavier burden of observable 
adjustment may fall on manufacturing, but a large 
amount will fall on merchandising, although not so 
much directly and observably as secondarily, in conse- 
quence of changes in the economy of producing. 

Efforts looking toward both a quickening and stabi- 
lizing of the economy during the past six or seven years 
have generally been initiated by a sound vision and have 
achieved notable results; but the processes of democ- 
racy are such that concepts of leaders have only a frac- 
tion of their original form when they emerge from the 
legislative mills, and the personnel hastily assembled for 
administrative purposes in such a period of emergency 
come slowly to understand either the original concept or 
the hybrid concepts finally formulated in legislation. 
Consequently there has been less constructive change 
than some of us have hoped for in respect of the funda- 
mentals that cause and prolong depressions. On the 
one hand we have discarded, and wisely, the tried and 
proved procedure of readjustment through general 
bankruptcy, because it had become outmoded and dan- 
gerous; but we have not yet succeeded in devising the 
substitute. That is why I believe that the pattern of the 
last world war and its aftermath, in respect of economic 
aspects, is likely to be repeated in large measure. Pos- 
sibly the most finished and potentially effective of our 
new instruments—better control of banking and of the 
issuance of securities—may succeed in minimizing, if 
not in enabling us to evade a financial crisis. But re- 
newed industrial and merchandising depression, with its 
more severe dislocations and deflation and unemploy- 
ment and low social income, is in the background 
beyond the immediate foreground of spurious war- 
stimulated activity. 

The problem is there in the background because, in 
the final analysis, we have not been able to create a new 
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type of expanding economy to replace that on which 
business enterprise has been based for a century, but 
which has disappeared. If we cannot create and main- 
tain some equivalent kind of expanding economy, pro- 
duction will decrease, income and purchasing power be- 
come reduced, and merchandising shrink in volume. 
The familiar department store may shrink in impor- 
tance and the typical retail store become a shop in a 
hole in the wall. The mail-order concern, the five-ten- 
and-twenty, the super-market, and the consumer co- 
operative, are the competitors likely to retain their 
familiar aspects. 

The expanding market which has disappeared is the 
market whose expansion is based on population increase 
and territorial extension and settlement. The only new 
expanding economy of equivalent dynamic force that a 
rational mind can now conceive is one whose expansion 
is based on complete and balanced integration of ad- 
vancing technology into the culture of our society. 

The United States for more than a hundred years, 
and the nations of western Europe for say three hun- 
dred years, have been living in an economy based on the 
discovery, settlement and exploitation of new terri- 
tories ; on a large-scale appropriation of free social cap- 
ital to individual account. What the new lands west of 
the Alleghanies and later the new lands west of the 
Mississippi and the wealth of minerals in and beyond 
the Rockies have been successively to the people of the 
United States, the colonies and other territories at the 
four corners of the earth have been to the peoples of 
western Europe. In both instances the appropriation 
of free social capital to individual account generated a 
sustained inflation which has now disappeared because 
its basis has disappeared. And with the disappearance 
of this centuries-old inflation—like the air we breathe 
so all-pervading that we have failed to notice it—the 
very foundations are cut out from under prevailing 
property and equity valuations, and therefore debit and 
credit valuations, in terms of which economic processes 
are carried on. That is why these processes have fal- 
tered and will continue to falter—after a brief period of 
war inflation and spurious activity—until a new type of 
economic expansion, to sustain them or a revision of 
them, is established. 


New Basis for Society 


One of the basic causes of the impending world war 
is the understanding that our familiar economy is based 
on territorial expansion with its accompanying appro- 
priation of free social capital. This understanding is 
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accompanied by the belief that there can be no other 
foundation for a dynamic economy. Therefore nations 
that have achieved their unity relatively late, after 
others of earlier unity had reaped the benefits of the 
economy of territorial expansion and exhausted the op- 
portunities for further territorial expansion, are now 
seeking to wrest lands from weaker nations in the belief 
that they can re-create thereby a dynamic economy of 
the older sort. What western Europe and the United 
States once justified in relations with black and brown 
and yellow and red peoples by the concept “white man’s 
burden” is now being justified by central Europe in re- 
lations with Jewish and Slavic and Aryan peoples by 
the concept “strong man’s burden.” For several cen- 
turies we have been sowing the seeds of the whirlwind 
we are now reaping. After it has passed and we begin 
clearing up the debris of present institutions, we must 
realize that many familiar institutions will have disap- 
peared never to be restored, and that we must build 
new social-economic structures in part out of institu- 
tions that because of their basic validity have weathered 
the storm, and in part out of new institutions resulting 
from re-examination and re-appraisal of the objectives 
of organized society and of the ways and means of 
achieving those objectives. 

I can only allude to these new problems. Standing 
out among them is that of discovering a new basis for 
a dynamic, expanding society to replace the familiar 
basis of territorial expansion. I have suggested because 
I can see no other, the basis afforded by a more com- 
plete integration of technological advance into the cul- 
ture of peoples; in place of an expansion extensively on 
a horizontal plane, an expansion in height or depth or 
intensiveness or social specific gravity—or whatever the 
figure of speech one adopts as most suitable. Instead 
of the addition of new territories with additional free 
social capital to be taken over into individual owner- 
ships, there must be the creation of familiar and new 
utilities at diminishing costs of human labor, to be taken 
over in part into collective ownership and promptly and 
smoothly integrated into an expanding volume of 
widely distributed real economic income. The dynamics 
must come from expansion of real income generally. 

The establishment of an expanding, dynamic econ- 
omy along these lines will require elimination of some 
and revision of many of the elemental factors of the 
recent type of expanding economy. Let us hope this 
will be accomplished smoothly, in an evolutionary man- 
ner, and without blind violence that makes mistakes 
which are costly to individuals and to groups. Blind 
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violence comes from refusal to recognize the problem, 
failure to apply intelligence to its solution, and re- 
sistance by individuals and groups to demonstrated 
necessary changes. 

Certainly the evolution of the new order of expand- 
ing economy will require modifications of many cher- 
ished concepts which we have been taught to believe 
were established by natural law. It will require modi- 
fication of such concepts as those of private property ; 
of the function of the corporation; of the nature of an 
equity; of saving, spending for investment, and spend- 
ing for consumption; of debit and credit; of private 
accounting and social accounting; of price and valu- 
ation. 

Of these I would cite modification of the concepts of 
private property, and price and valuation, as at the very 
center of the problem. Accepting my assumption that 
a new type of expanding economy must rest on a con- 
tinuous, smooth integration of advancing technology 
into the social-economic system, it appears inevitable 
that such an integration can be achieved only by first 
clearing the way by revision of the outstanding obstacles 
to such integration presented in the institutions of pri- 
vate property, price and valuation. It may mean that 
all inventions will be regarded as public property avail- 
able to everyone who desires to make or merchandise 
them; and that the rewards of inventor shall come, not 
from a private ownership that gives the power of with- 
holding, but from special, specific rewards for inven- 
tion; and the rewards of tabricator and merchandiser 
shall come from ordinary competitive profits or some 
equivalent. Generally manufacturing and merchandising 
are so rewarded, but many key industries are permitted 
to acquire additional private gain because of privileges 
accorded by our present concepts of private property, 
pricing and valuation. Put in its simplest terms, per- 
haps the rewards that now go to withholding should go 
to management, to labor at machine and bench, and to 
consumers; while the reward left for the owner-manu- 
facturer should be the reward that goes to competent 
processing and merchandising on the fabricating level, 
just as that is the only kind of reward that now goes to 
the merchandiser on the consumer-contact level. 

There are many facets to the problem. We have dur- 
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ing recent years listened to many proposals for better- 
ment of social-economic conditions. We have generally 
dismissed them as not offering, any one of them, a com- 
plete solution. That is not wise: we should appraise 
each; we should not yet expect any one mind to offer 
the complete solution. I take it that we have been wit- 
nessing the democratic process of discovery whereby 
many individuals, each of particular mentality, temper- 
ament and perspective, perceive a particular facet of 
the problem, explore it and offer something worth while 
although incomplete. Each offers some portion of the 
truth and we should value each accordingly. 

Our great need now is the genius possessing the com- 
prehensive vision and competence to evolve and inte- 
grate into an organic whole whatever units are of value 
in all such proposals. In lieu of such a genius—without 
waiting inactively for him—we should utilize a substi- 
tute synthetic genius—a functionalized national eco- 
nomic council. That is why I have these many years 
advocated the establishment of a national economic 
council. 

These remarks have been directed primarily to the 
purpose of calling your attention to the background of 
social-economic problems that remain unsolved, and to 
the fact that they must be solved before we shall again 
have a durable dynamic economy. As a nation we shall 
have to engage intensively in finding their solution as 
soon as the foreground problems of war are cleared 
away. In the meantime, although merchandisers as in- 
dividuals must give their intensive attention to the 
problems of today and tomorrow, there is no excuse 
whatever for a failure of your associations to attack 
these problems now. Problems of the total economy 
are even more problems of merchandisers who have 
contact with consumers than of manufacturers. Yet 
merchants have left the solution of national problems 
to the manufacturers. This attitude should be reversed. 
And as a final word I express the hope that your asso- 
ciations will have more vision and be more creative than 
the typical associations that have been established by 
American business; will give us examples of a new 
order of more constructive economic group organiza- 
tions. 
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The Evolution of Management Attitudes 


By CARLE C. CONWAY 
Chairman of the Board, Continental Can Company, Inc., New York 


upon tonight has intrigued me from the first time 

it was suggested. The word “evolution” brings to 
mind the broad subject of life itself and is defined as 
a “process in which something complex is developed 
from simple beginnings.” My dictionary defines atti- 
tude “state of mind as indicating opinion or purpose.” 
From these definitions it appears my subject involves 
a comparison of the state of mind of management in 
today’s complexities with that of say thirty years ago 
when business was on a much simpler scale. 

There is plenty of evidence today of the strides made 
during this period in such matters as research, produc- 
tion, plant expansion and other material things—all of 
which involve considerable change in the state of mind 
of management. It has long been my feeling that our 
material progress has not been matched by correspond- 
ing progress in that elusive, intangible thing—human 
relationships. Indeed many of today’s problems may 
be traced to a belated recognition of the importance of 
the human equation in business, and I would like to 
discuss briefly the broader aspects of this as applied 
(1) to the employe; (2) to the customer; (3) to the 
stockholder ; (4) to government and the public. 

What has been the attitude of management toward 
labor over the last thirty years? Certainly anyone who 
has been in business during this period would have to 
be naive to think that management by and large desired 
collective bargaining or certain of the other reforms 
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which labor has finally won. It is equally naive to as- 
sume that labor has not abused some of the power now 
in its hands or to assume that it will not continue to do 
so if given free rein. But isn’t this just the law of ac- 
tion and reaction? Isn’t it also likely that better under- 
standing of the basic fundamentals involved in the 
struggle over the last thirty years between labor and 
management can work toward harmonizing the two 
viewpoints into a common objective and so make col- 
lective bargaining and many of the other reforms op- 
erate in the interests of both labor and management ? 
In Australia, for instance, they had their bitter labor 


1 Paper presented at the Annual Conference of The Society for the 
Advancement of Management, October 6, 1939. 


troubles in the early part of this century. They seem to 
have worked out their problems in a genuinely demo- 
cratic way. Recently one of my Australian business 
acquaintances was here on a visit and, being particularly 
interested in how they handled labor disputes on wages 
and working conditions, I asked him to give me a 
resume setting forth their plan and his experiences. 

According to his memorandum, whenever a dispute 
on working conditions occurs, a conference is immedi- 
ately arranged between the union affected and the em- 
ployer. If an agreement is reached, it is ratified by the 
arbitration court, after which it becomes a law. Any 
violation of the agreement by either party makes the 
offending party subject to heavy fines. In many in- 
stances the unions are not financially in a position to 
pay these fines which, if unpaid, give the court the right 
to deregister the union. This means that the employer 
would be permitted to employ non-union men. He 
points out that in view of this fact there are very few 
violations of the agreements by the unions. 

He mentioned further that in seasonal industries, 
controversies between the union and the employers were 
usually settled prior to the season of activity so that 
there would be no interruption of operations during 
the vital period. There are two paragraphs from his 
memorandum which seem to me to be of sufficient in- 
terest to quote in full. These read as follows: 


We have had major strikes, particularly in key industries, 
such as coal, shipping, stevedoring, but the process of bringing 
the present conditions about has shown the folly of the unions 
creating a breach of the award. For some years now labor con- 
ditions have been very satisfactory... . 

An interesting viewpoint on labor conditions might be quoted 
from my own experience. I have, for the last thirty years, 
been an employer of labor during the transition period and have 
gone through stages of fear and apprehension that the demands 
of the unions would have an adverse effect on industry or, in 
fact, the existence of industry. Naturally one would be an- 
tagonistic in the early stages about the attitude of the unions. 
Since then, seeing the higher standard under which the working 
men live and also with the better conditions they have achieved, 
they have shown appreciation and my views today have com- 
pletely changed. We should have realized years ago that these 
people were only fighting for better conditions and, since they 
have achieved them, they have proved to us that we were wrong 
and they were right and my sympathies today are definitely with 
the working man and our arbitration system. 
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It was interesting to me to get this viewpoint of 
Australian management. Looking beyond the irritating 
problems of the present, can we not see in the general 
pattern today the evolvement of some sort of factual, 
democratic method of arbitrating labor disputes in this 
country? It seems to me there has been more progress 
made in the attitude of management towards labor and 
its proper place in the economy of our nation in the last 
few years than in decades before and it is my opinion 
that management in the next few years will reflect the 
viewpoint of my Australian friend and wonder why 
long, long ago we did not take some of these same steps 
in solving this problem. 


Customer 


Let us now take up another phase of human relations 
in business,—the attitude of management toward the 
customer. Here I think we have some problems in the 
intangibles which management must study carefully in 
the future. There was a time when the manufacturer 
was pretty much limited to nearby markets. He knew 
his customers and often met them personally. Today 
one of the problems facing management, particularly of 
the larger corporations, is to devise some means of per- 
sonalizing business as it was in the old days. Markets 
have become large, covering a vast territory, with custo- 
mers scattered all over the country. But, paradoxical as 
it seems, this—the largest market in the world—has be- 
come in certain aspects one of the smallest, thanks to 
the telephone, the radio and advertising. San Francisco 
is not 3,000 miles away from New York, it is only $5.00 
away on the telephone and is instantaneously present on 
the radio. We have projected our merchandise every- 
where—the same automobiles, the same hats, the same 
breakfast foods, whether in New York, San Francisco, 
New Orleans or St. Paul. In other words, the enlarged 
market of today, from a distribution standpoint, is in 
reality no larger than that of the manufacturer of thirty 
years ago. But how can we project the personalities 
and the character of management into today’s markets? 
Possibly radio and television may play an important 
part in bringing this about. Some progress has been 
made in this direction. At least management has be- 
come conscious of the need to develop a better and 
closer relationship with the customer. There are prob- 
ably very few customers of General Foods who are not 
familiar with the radio personality of Jack Benny, 
whether this personality is projected through the radio 
of a wealthy Fifth Avenue resident, or that of a poor 
rancher in New Mexico. But how many of these custo- 
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mers know the splendid personalities of Colby Chester 
and Clare Francis, the guiding heads of General Foods? , 

Recently the United States Steel Corporation spent 
considerable money on a moving picture which was 
shown all over the country, depicting the various steps 
in the physical production of steel. It was a marvelous 
presentation. But how can they get across to their cus- 
tomers and the public the fine personalities of their 
management, represented by such forward-thinking men 
as Ed. Stettinius and Ben Fairless? 

How can management be sure that the customer vis- 
iting its distant plants or offices will be as cordially re- 
ceived and treated as we would like to have them. 

It seems to me to accomplish this, management will 
have to do much more toward training their executives 
and organizations to appreciate the importance of keep- 
ing the human relationship with the customer on some 
comparable plane with that of the small business of 
thirty years ago. Assuming the ideals and principles 
of the management are sound, they should be projected 
on down the line through the organization. Incident- 
ally, I believe much of the trouble in the labor move- 
ment has been due to the fact that the labor leaders have 
been unable to pass their broader viewpoints down the 
line to their associates quickly enough to avoid many 
unnecessary and costly conflicts. 

Management has done exceedingly well in developing 
markets, improving production and marketing its prod- 
ucts but, with this growth, we have lost in a large meas- 
ure management’s intimate contact with the customer. 
To solve this problem is a big job but, in my opinion, 
much more can be accomplished in this direction. 


Stockholder 


Now let us move over into another important field in 
human relationships—the attitude of management to- 
ward the stockholder. When industries were small, the 
management and the stockholders were often one and 
the same. But, with the growth of these industries, 
ownership has for the most part passed out of the hands 
of management. And here we have another paradox. 
During this period we have had the greatest concentra- 
tion of management in our major basic industries in 
history and, moving parallel with it, we have had the 
greatest diversion of ownership in all time. Surely this 
is a challenge to management calling for a complete 
understanding of the responsibilities of good trustee- 
ship,—a challenge that must be met to the satisfaction 
of stockholders. 

Taking our own company as an example, it was only 
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seventeen years ago that we had less than a thousand 
stockholders and yet today we have 35,000. Certainly 
the attitude of management here, as in the case of its 
relationship to its customers, must put great stress on 
the intangible something called understanding between 
the stockholders and management. 

Much has been done along this line. In its simplest 
terms, stockholders on a vast scale are essential in our 
economy. They put up the money to furnish the tools 
for management and employes to work with. They fur- 
nish the factory, the machines and the raw materials, 
and the management and employes produce and sell and 
return to the stockholders in the shape of dividends, 
their pro rata share in the profits of the enterprise. 

Therefore the attitude of management must be to 
merit the greatest confidence of their stockholders as to 
their ability and integrity and, above all, in their vision 
of the future. When one thinks of the speed with which 
concentration of management and diversion of owner- 
ship has occurred, practically within one’s own business 
lifetime, it is not strange that there are some leaders of 
business who are perhaps laggard in some phase of 
their responsibilities to their stockholders. This to them 
may seem an intangible but it is in fact as essential in 
the conduct of business today as it is for the small shop- 
keeper to be polite, courteous and interested in his cus- 
tomers’ wants. 

Inasmuch as we cannot avoid bigness in business in 
this country because, in many industries, it takes big- 
ness to render proper service, we must at the same time 
grow big in our managerial minds. Why does business 
become large? Because when it was small it made 
what the customers wanted and gave it to them at such 
a value that there were more and more customers to 
serve and it grew as inevitably as an oak tree. 

With bigness, we must be so big in our viewpoint that 
we can make our bigness seem to be simple, sincere and 
courteous to the mass of our stockholders, customers, 
employes and public, as the small shop owner must seem 
and be sincere and earnest in his relationship to his 
customers. 


Government and the Public 


The final phase of my discussion involves the chang- 
ing attitude of management toward government and the 
public. Plato once said “The excessive increase of any- 
thing often causes a reaction in the opposite direction.” 
We have known priceless liberties under the system of 
free enterprise. If we want to preserve those liberties, 
we must so work within the framework of free enter- 
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prise as to remove any tendency to a reaction in the 
other direction. Plato was speaking of states and in- 
dividuals. Were he alive today, he might have included 
business. In any event, it is something for management 
to think about. 

Is it not essential that we develop for ourselves pro- 
tective controls against possible abuses rather than to 
suffer the consequences which might come unless such 
voluntary controls are worked out under our democratic 
framework? 

Perhaps I am a Pollyana but I cannot look with de- 
spair at the future. On the contrary, my experience 
has been that there are ample grounds for a middle 
course; that there is no basic reason for business and 
government to be at odds. It must be admitted that, in 
certain cases, business and management have been slow 
to meet certain conditions affecting the public interest, 
conditions arising from changes over the past thirty 
years in business methods. It can, of course, be argued 
that the maladjustments resulting from these changes 
are not a responsibility of business, but, as long as they 
are present, the attitude of management should at least 
be one of co-operation in working towards a solution. 

Thus it seems to me that the cry against technological 
improvements has been falsely directed in that the criti- 
cism should have been directed against the speed with 
which a technological improvement was utilized rather 
than at the improvement itself. It may be that we have 
at times failed to prevent too great a dislodgement of 
labor in putting in the new methods of manufacture. A 
million volts could be brought over a high tension line, 
but we certainly would use a transformer before we put 
that into a home, and management has perhaps some- 
thing to answer for in not providing some cushion for 
labor in transforming from one type of operation to an- 
other where the result meant large displacement of 
labor. 

Just as technological improvements came, in some 
cases, too fast to prevent too great a dislodgement of 
labor, so it is today with many reforms on our statute 
books. We are suffering from undigested reforms, not 
that they are necessarily bad, but they have come too 
fast and will take time to adjust. It seems to me that 
time will adjust them and in the meantime our attitude 
should be one of patience and co-operation. 

Business and the government should sit around the 
table in a spirit of honest debate, each with a mutual re- 
spect for the rights and responsibilities of the other and 
with the national interest foremost in the minds of all. 
There are encouraging signs that such an attitude is in 
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the making here. In the long run an industry to be 
prosperous must operate in the interest of the nation. 
The quicker we all get behind the nation’s interest, the 
quicker harmony will come. 

To sum this all up, I believe present day conditions 
have put the greatest premium ever on efficient manage- 
ment and good character in management. Although to- 
day’s problems may appear to be complex and difficult 
to solve, it seems to me that the solution is attainable 
through an adjustment of attitude on the part of those 
involved in the problem, whether it be management, la- 
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bor, the customer, the stockholder, the government or 
the public. More effort should be made to try to see 
the other fellow’s viewpoint and to apply that old rule 
of “Do unto others as you would have them do unto 
you.” 

I, for one, am convinced that management will meet 
the test. With such a rule as a foundation, manage- 
ment, labor, customers, stockholders, the government 
and the nation cannot fail to go forward to greater 
heights than ever before achieved. 





A Prophecy for Time and Motion Study 
(Continued from page 136) 


tion techniques. Many of them have preserved their 
existence principally by paying sub-normal wages and 
working long hours, all of which has provided the basis, 
in the course of time, for political action to correct 
such conditions. 

I see no likelihood of this demand for political action 
decreasing during the predictable future. Such a situ- 
ation will force present high cost producers to adopt 
modern methods if they are to continue in business. 
Likewise, companies having profitable operations today 
will have to constantly improve their present methods 
if they wish to maintain their present leadership. 

In my opinion we have acquired sufficient knowledge 
of scientific management tu be able to absorb a con- 
siderable quantity of social legislation without serious 
dislocations. The difficulty in the present situation is 
that we have not utilized this knowledge to anything 
like its full extent and have not reaped the possible 
benefits. It appears likely that social legislation may 
force a wider use of these tools, and labor leaders can 
do much for the workers by directly encouraging the 
use of time, motion, shop methods and layout studies. 


Conclusion 


In conclusion, may I summarize as follows: 


First, that we advocates of time and motion study 
have a problem of selling to management and labor the 
possibilities inherent in the types of plant studies under 
review, and particularly that we must improve our 
abilities to put the results of our studies into effect with 
the minimum of disturbance to our employer-employe 
relations. In fact, these relations can be improved by 
the sagacious application of our studies. 

Second, that the next five years and the longer-term 
future present great opportunities for sound work. 
Perhaps much more work remains to be done in facto- 
ries than has been done heretofore, and we cannot re- 
gard the work in any plant as having been completed 
regardless of how much work has already been done. 
Time and motion study in offices is in its infancy al- 
though it has been practiced for decades. The larger 
the office the greater the opportunity and need because 
of the volume of repetitive work. Think of the size 
of those government offices! In addition, the princi- 
ples can be applied to other fields such as the sales field 
for determining the standard number and type of calls 
to be made by salesmen per day or week. 

Yes the opportunities are there for the time and mo- 
tion study people—will we be equal to those opportu- 
nities ? 
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Standardization -[he Automatic Pilot 


of Management 
By JOHN GAILLARD 


Consulting Engineer and Mechanical Engineer, American Standards Association, New York 


ETTING a clear view of the significance of 

standardization as an integral function of man- 

agement has the double advantage of giving 
everybody something of practical value in his work, and 
of making a contribution to the advancement of man- 
agement, the object of our Society. However, to have 
these advantages materialize, we must “sell” standardi- 
Standardization is still con- 
sidered by many people as a purely technical function 
involving such matters as the establishment of dimen- 
sional tables or quality specifications for materials. This 
is only part of the general problem. The significance of 
standardization to management lies in its general appli- 
cation—not only to engineering, but also to purchasing, 
sales, research and other functions. As a group here, 
we are mainly interested in two questions : 

What can standardization do for management in gen- 
eral? 
How should standardization be organized in a busi- 

ness concern to produce the greatest benefit ? 


zation to the executive. 


Essential Purpose of Standardization 

To visualize the essential purpose of standardization, 
we may roughly define a standard as a specification of 
something by which we agree to abide—or have to 
abide—for a certain length of time. The nature of that 
“something” may vary widely. Customs, traditions, 
manners, fashions and laws—all of these are in the class 
of standards. Their observance may be an absolute re- 
quirement or it may be left to our choice. Even where 
observance is not compulsory in the literal sense—such 
as manners and fashions—we usually follow the stand- 
ard, whether we like it or not. Why? Because we feel 
that it is necessary for the sake of harmonious relations 
and co-operation with our fellowmen. The ultimate and 
essential purpose of all standardization is co-ordina- 
tion—the creation of harmonious co-operation. Centu- 
ries ago the old republic of Venice standardized the 
build and rigging of its ships to make all of them behave 


1 Paper presented at the meeting of the Toledo Chapter of The Socijety 
for the Advancement of Management, September 14, 1939. 


the same way, under given weather conditions, and keep 
them together as a fleet—moving forward in harmony. 


Fundamental Controversy 

Contrasting with this ideal purpose, standardization 
also causes a fundamental controversy in human nature. 
As individuals, we love freedom of action. As citizens, 
we want order and system. The two tendencies—striv- 
ing for freedom and striving for order—are basically 
opposed. Order and system must not lead to regimen- 
tation. Therefore, one of the most difficult problems to 
be solved, in setting up standards, is to strike the right 
balance between the strictness or “stiffness” required to 
make a standard work, and the flexibility it must have 
if such evils as stagnation, regimentation and monotony 
are to be avoided. 





Distinct Standardization Technique Is New 

While standardization is as old as the human race, 
definite principles underlying the technique of its appli- 
cation have been formulated only during the last twenty 
years. Since the World War there has been a strong 
development of standardization as a centralized national 
movement in the industries of more than twenty coun- 
tries, and even on an international scale. 

Analytical study of standardization has shown that to 
be fully effective, it must be treated as a distinct and 
centralized function of management. This idea has to 
be sold to executives and to visualize the problem, a 
business organization may be compared with a modern 
airplane. 


Comparison with an Airplane 

Executive management, as the pilot of a business, is 
expected to steer it along the most effective course. To 
realize what it means to control the many functions in- 
volved, let us look at the instrument board of a modern 
airplane, our physical model of a business. There are 
twenty to forty instruments to be checked. In addition, 
there are flaps and landing gear to be operated, throttle, 
mixture control, manifold pressure, and propeller set- 
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tings to adjust, radio communications to be maintained, 
navigation problems to be worked out, and fuel con- 
sumption, ground speed, drift and other calculations to 
be carried on in flight. No wonder that the airplane 
pilot is under a heavy strain. In 1938, Dr. Armstrong 
of the Army Air Corps, based on four years’ study of 
military and civilian flying, reported that more than 50 
percent of the accidents in both the Army and in civil 
aviation were attributed to pilot errors, ascribed largely 
to “pilot fatigue” caused by mental and physical strain. 

Is not many a business executive worn down by con- 
ditions strikingly similar to those affecting the airplane 
pilot? Frequent complaints by executives indicate that 
they have too many different things to watch and too 
many reports to read. Being under continuous and 
severe strain, they cannot focus their attention on mat- 
ters that demand judgment and initiative. They are too 
much swamped by details to make the most of their real 
job as executives. 


The Automatic Pilot 

The aviator is relieved from fatigue by an automatic 
device, a robot pilot. During long periods, normal con- 
trol of the plane can be left entirely to this instrument 
and the human pilot can freely watch developments of 
greater importance. 

In a similar way, we can take a load off the execu- 
tive’s mind if only we translate the mechanical robot 
into terms of management. The action of an automatic 
pilot is based on its effort to maintain standard condi- 
tions. For example, stability is maintained because the 
robot makes a correction when the plane’s sidewise or 
lengthwise slant exceeds a certain angle. The value of 
the robot, then, is based on two main capacities. One is 
to observe a given condition adopted as normal or 
standard, and the other, to act automatically to maintain 
that condition. It is the combination of these two func- 
tions, performed in regard to as many conditions as is 
practically possible, that relieves the human pilot from 
strain. 

The same principle‘can be applied to business man- 
agement. Any condition, any requirement, and any de- 
cision, that can be taken care of automatically by system, 
relieves the executives by not taking their time and 
effort. Therefore, if the several departments of an 
organization—and within every department, its subdi- 
visions—will set up standards wherever they can be 
applied, the collective benefit of these standards to exec- 
utive management will be comparable to the benefit de- 
rived by the aviator from a robot pilot. Standardization, 
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consistently and systematically applied throughout a 
business organization, truly becomes the automatic pilot 
of management. 


Design of Robot Is Exacting Job 

An important question is: What functions are suit- 
able for standardization? To what extent can mana- 
gerial control be handed over to system—that is, to an 
automatic device of management? 

To answer this question, we go back to our definition 
of the purpose of standardization: the establishment of 
co-ordination, or harmonious action, between co-operat- 
ing units. 

Every business organization needs internal as well as 
external co-ordination. Internal co-ordination starts 
with the individual workers, whether they are at the 
bench or the desk. Teamwork between small groups 
finally integrates into co-ordination between entire de- 
partments. External co-ordination is required, because 
the business as a whole is a unit in a larger scheme: the 
branch of industry to which it belongs, and in fact, the 
entire national industry. In this connection, its activi- 
ties have to be co-ordinated, for example, with those of 
its suppliers and customers. 


Co-ordination Within a Company 

To get a concrete picture, we shall focus on a specific 
case: a manufacturing concern. Here we have two 
main groups to consider, production and distribution. 

Right away, we come upon a natural difference in at- 
titude that in many organizations gives executive man- 
agement many worries. It hinges upon the question 
“What type and quality of product shall be manufac- 
tured?” The Sales Department claims that it knows 
exactly what the customer wants and, therefore, what 
the engineers should design. But the Engineering De- 
partment holds that it knows best what is a technically 
sound product. Therefore, it believes that the salesmen 
should educate the customer and sell him what the en- 
gineers design. 

You may remember the low automobiles in vogue 
some years ago. In 1933, Henry M. Crane, a promi- 
nent automotive engineer affiliated with General Motors, 
said: “The engineer is suffering today because of the 
insistence from the sales department to make cars lower 
and lower. I would welcome any concerted demand 
from the public for a higher type of car, for it is a tre- 
mendous job to place the machinery between the floor 
of the car and the road, and still have some road clear- 
ance.” 
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Standardization and Merchandising 


In such cases, we are dealing essentially with a prob- 
lem of merchandising, a function defined as follows :? 


Merchandising is the co-ordinating force between the task 
of selling goods and the task of buying or manufacturing 
the goods to be sold. It establishes standards of proper 
construction, proper varieties, proper quantities and of 
prices best suited to the market. 


Merchandising can be a “co-ordinating force” only if 
it makes use of standards. Several factors have to be 
co-ordinated here—what the customer wants; what he 
is willing to pay; and what product can be manufac- 
tured at that price that will satisfy him and leave the 
company a profit. Each of these factors is likely to 
change continuously or at least frequently. Conse- 
quently, the standards established for the “proper con- 
struction, proper varieties, and proper quantities” and 
the “prices best suited to the market” will vary all the 
time. This leads many people to say that standardiza- 
tion in this field is difficult, if not impossible. 

However, while all of the factors may vary, and 
standards applying to them may be short-lived, it should 
be realized that the methods used in setting up the stand- 
ards can be standardized themselves and will remain 
valid much longer. These methods should be standard- 
ized because we must have at our disposal permanent 
machinery for observing the demands of the market and 
for translating these observations into specifications for 
the product. Varieties may have to be added or dropped. 
Entire new lines may have to be developed. How can 
we keep up with continuous changes in market demand 
without having a definite,—that is, standard—method 
of observing that demand? Also, how can observations 
made at different times give comparable results unless 
the method of collecting and interpreting them be 
“standardized”? Measuring with a constantly changing 
foot-rule is an impractical procedure. 

We find, then, that to maintain flexibility in supplying 
the market, we must set up standards, not only in pro- 
duction, but also in distribution. Only by constantly 
observing, measuring and interpreting the phenomena 
of the market by standard procedure, do we create the 
necessary “manoeuverability” of a business concern that 
will enable it to keep abreast of time. This point de- 
serves attention because it is often contended that stand- 
ardization causes stagnation and gets a business into a 
rut from which it is not able to extricate itself readily 
when market conditions change. That this is not true 
is shown by our comparison between the management 


2 Taylor Society, “Scientific Management in American Industry,” Har- 
per & Brothers, 1929, page 163. 
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of a business and the piloting of an airplane. If stand- 
ardization prevented instead of created the possibility 
of ready adjustment to the plotted course, then we 
should remove the automatic pilot from the plane. 


The “It Can’t Be Done” Attitude 

We have hit here upon one of the most difficult and 
most delicate points to be dealt with, in promoting the 
use of standardization. It is the desire for individuality 
expressed in this form that the job one is doing is not 
suitable for standardization. One company holds that 
standardization cannot be applied to its product because 
the market demands change too frequently, or even, be- 
cause at any given time the wishes of the customers vary 
too much. Another firm believes that use of standards 
might spoil the good relations established between the 
company and its highly skilled workers, many of whom 
have long years of service. Still another manufactur- 
ing concern, with a very fine set-up for standardization 
work in the engineering department, has not even at- 
tempted to use standards in purchasing, sales and per- 
sonnel problems. Also, many an executive dismisses 
the thought of introducing standardization as a distinct 
function of management because he is convinced that 
leadership is solely a matter of personal touch. This is 
part of the conception, still widespread, that leaders are 
born and cannot be trained. To say that the born leader 
needs the least training is coming closer to the truth. 

In the technical field, the first where standardization 
found general systematic application, the standpoint just 
mentioned has been largely abandoned. Yet, we should 
remember it is not so long ago that manufacturing con- 
cerns had their workers bring their own tools and held 
them responsible for keeping them in good shape. Man- 
agement then did not care about the tools but was in- 
terested solely in the results obtained with them, the 
product. In modern shop management, the tools as well 
as their inspection and upkeep are standardized—a pri- 
mary requirement for maintaining quality control in 
production. 


Standardization and Selling 

In activities other than technical, such as selling and 
personnel selection, where the human element plays a 
more important part, progress in the application of 
standardization has been much slower. This is natural 
since the difficulty of the problem is increased here 
many times by the complicated character of human na- 
ture. When we set up a standard for the purchase and 
use of a metal we have a rather extensive knowledge 
about the properties required and the methods to be 
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used in attaining them. However, we know much less 
about what determines a person’s capacity to do work 
and to co-operate with others, whether in teamwork or 
in a leading position. The metal, if its quality is prop- 
erly controlled by the supplier, has properties whose 
variations are known to stay within close limits. But 
the capacities of a human being vary constantly and 
sometimes widely. They even vary from hour to hour, 
if only on account of the fatigue element. 

We find then that there is ample room for improve- 
ment in the application of standardization to functions 
other than those in the engineering field. Taking sales 
activities as an example, we know that there has grown 
up quite a technique of training salesmen. Courses are 
being given nowadays in a number of companies and 
while they must be adapted to the specific problems 
of each organization, they nevertheless represent an 
effort toward standardization. When an apprentice 
salesman is told “Never knock the product of a com- 
petitor,” this is an elementary standard of attitude or 
behavior. 


Selection of Salesmen 

However, standardization should be applied in a still 
earlier phase than the training of the salesman. Just as 
in the design of a product it is important to select the 
right quality of materials, in the “design” of selling it 
is essential to select the most suitable personnel. How 
can we pick the best salesman from a group of appli- 
cants? The following results obtained by psychologists 
specializing in this field * show the importance of stand- 
ardization in solving the problem. 

A number of leading companies have obtained excel- 
lent results with the selection of salesmen based on 
standard tests developed by research methods and thor- 
oughly checked against carefully worked-out measure- 
ments of success on the real job. 

In one case, the following three types of “selection 
instruments” were developed : 

(1) personal history specifications (these were taken 
from the application form) 

(2) tests of personality 

(3) a standardized analytical interview 

The fact that nobody can as yet define “personality,” 
makes the nature of the test mentioned under (2) all 
the more interesting. It consists of four parts, as fol- 
lows: 

(1) a number of statements on controversial issues, 
to be made by the applicant ; 


McMurry, Robert N., “A Scientific Procedure for the Selection of 
Salesmen,” Personnel, Volume 15, Number 4, May, 1939. 
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(2) one hundred questions regarding the applicant’s 
modes of behavior, attitudes and interests ; 

(3) three lists, each containing a description of per- 
sonality traits, the applicant being asked to rate himself ; 

(4) a questionnaire regarding the applicant’s prefer- 

ences in twelve situations described. 
Furthermore, the third “instrument,” the standardized 
analytical interview, was designed to obtain a picture of 
the applicant’s personality by letting him tell about his 
work, his social and domestic life, and his ambitions and 
aims in life. 

According to the report, the application form and the 
standard system of self-rating made it possible “to re- 
ject from 20 to 40 percent of the least qualified among 
the applicants almost automatically.” Also, the report 
says that this result left the hiring personnel “free to 
devote proportionately more time to a careful study of 
the personality qualifications of those men who are ac- 
cepted by the first two instruments.” Clearly, the first 
two standard methods functioned as the automatic pilot 
of the personnel department which thus had a better 
opportunity to make a hand-tooled job of the third test. 
Yet, even in the latter, a standardized method was used. 


Standardization and Research 

The tests just described can be set up only as the re- 
sult of research. However, we should realize that while 
industrial progress is dependent on research, the prac- 
tical benefits of progress come to us only through appli- 
cation of standardization. Conversely, standards are 
indispensable to research, even in the scientific field. A 
theory tentatively established to explain a natural phe- 
nomenon is used by the scientist as a basis from which 
to proceed. If the basis appears to be unsound, he will 
amend his theory accordingly. Thus, the theory adopted 
at a given time is a standard level or fixed platform 
from which he tries to build up his knowledge to a 
greater height. Newton considered light as being com- 
posed of small particles—therefore, he established the 
corpuscular theory of light. Later on, Fresnel showed 
that light had characteristics of a medium in wave mo- 
tion. This led to the wave theory of light. The modern 
physicist tells us that light has some characteristics of 
matter, and in other respects, characteristics of waves. 
Therefore, Newton and Fresnel each developed a 
“standard” conception that served as a new level in 
raising our understanding of the nature of light. 

In an industrial concern there is another important 
tie between research and standardization. The develop- 
ment of a standard often reveals disagreement between 
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experts. In such cases, the decision should be left to 
research. Whether this research is carried out within 
the company or elsewhere, and whether it consists of 
making actual experiments or finding data on the results 
of experiments made by others, is a matter of secondary 
importance. The important point is that the develop- 
ment of a standard often brings out the need for fact- 
finding in cases where we thought we knew all about the 
job. In this respect, standardization creates a strong 
incentive to research and thus most effectively stimu- 
lates the scientific approach to management. 

What has been said of the need for standards in the 
fields of sales and research, applies equally to other 
company activities, for example, advertising. The 
adoption of a trade mark, a slogan, and a distinct pack- 
age for the product are examples of standardization. 
Here, its purpose is to create an “automatic pilot” action 
in the mind of the prospective customer so that he will 
identify the product with the name of the company, or 
still better, that the attractive package will make him 
buy the product without further identification. The 
slogan of the advertising trade: “Repetition is reputa- 
tion” is nothing but a recommendation to create a 
“standard” picture in the mind of the prospect. 


Central Co-ordination 

Obviously, the standards required in the several 
branches of a company’s business should be mutually 
co-ordinated, just as the chassis, the engine and the 
body of an automobile made in different places, must 
fit together when assembled on the conveyor line. 

This co-ordination of departmental standardization is 
essentially a function of executive control. If the exec- 
utive is to be assisted in this function by an “automatic 
pilot,” how shall the latter be designed? That is, how 
shall we organize for standardization in a modern busi- 
ness concern ? 


Organizing for Standardization in a Company 

First of all, we should realize that the organization of 
company standardization work must be a hand-tooled 
job. It is true that during the last twenty years, definite 
principles and techniques of standardization have crys- 
stallized. But the application of these principles and 
techniques must be adapted to the individual needs of 
the company. Standardization itself cannot be entirely 
standardized. 

Just as the design of a mechanical automatic pilot is a 
difficult and delicate job, the organization of standardi- 
zation in a company requires special knowledge, tact, 
patience and effort. Because of its very purpose—the 
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creation of harmony—standardization is a co-operative 
job. It requires the pooling of all available knowledge 
on the subject concerned. But since opinions are bound 
to differ, the only way of handling standardization work 
effectively is to use the conference method and commit- 
tee work. The set-up need not be formal. A committee 
of one man may be sufficient to report on a given prob- 
lem. 

Correlation of all standardization activities at the top 
requires a central Standards Committee. In a mechani- 
cal concern this may consist, in its initial set-up, of the 
chief engineer, the production manager, the chief in- 
spector, the purchasing agent, the sales manager, and 
the personnel manager. As time goes, it may be ex- 
panded by having more executives on its membership, 
for example, the advertising manager. 


Standards Department 

There is much work to be done. It is necessary to 
study the field, develop a program, collect and digest 
data, draft and circulate proposals, receive and digest 
comments, revise the proposals and get them approved 
by the Standards Committee. The final standards must 
be manifolded and distributed for introduction into the 
company’s practice. Therefore, the Standards Commit- 
tee needs a secretary—the Standards Engineer. As the 
work grows, this man will logically become the head of 
a Standards Department. 

I have sketched here briefly the set-up of standardiza- 
tion work in a company of medium to large size. Ina 
small company, the Standards Department may be limi- 
ted to a single man who does most of the work through 
personal contact rather than through committees. This 
point is worth attention. It often happens that an exec- 
utive approached with a proposal for the organization 
of a Standards Department fears that such an addition 
will complicate rather than simplify the company’s man- 
agement. 

The use of standardization as a distinct function of 
management does not depend on the size of the machin- 
ery developed for its practical application, but in the 
fact that standardization problems are singled out and 
handled in a systematic and centralized manner, espe- 
cially devised for the purpose. 


Status of Standards Department 
The Standards Department must be neutral in its 
handling of the cases referred to it. Also, it niust be in- 
dependent of the other departments and report directly 
to a high-ranking executive, preferably the presi- 
dent. If it is made a division of one of the other de- 
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partments, such as Sales or Engineering, the Standards 
Department is bound to become biased in its views, to 
the detriment of the standards established. 

If company standardization work is to be successful, 
the executive management should from the beginning 
make it clear to everybody in the company that this 
work has its full support; that the Standards Depart- 
ment is authorized to collect whatever information it 
may need ; and that company standards, once set up and 
put into effect, are to be strictly observed. 

But it should also be made clear that all suggestions 
for the improvement of company standards will be wel- 
comed and given due consideration. This can be done 
effectively as part of a general suggestion system oper- 
ated to encourage the initiative of the company’s per- 
sonnel. 


Keeping in Touch with Outside Developments 

The Standards Department must also watch outside 
developments in the field of industrial standardization 
work insofar as these may affect the company’s busi- 
ness. In general, there are four main levels on which 
industrial standardization work is done: within a com- 
pany ; in a trade association or a technical society; on a 
national scale; and through international co-operation. 

Just as departmental standards in an individual firm 
call for central co-ordination by executive management, 
just so standards applying to entire branches of indus- 
try must be co-ordinated by a central national standard- 
izing body. In the engineering field, this is being done 
by the American Standards Association (ASA), 
founded in 1918 by five engineering societies and now 
a federation of more than seventy national organiza- 
tions, trade associations, technical societies, and depart- 
ments of the Federal Government. The ASA again is 
a member of the International Standards Association 
(ISA), a federation of the national standardizing bod- 
ies in twenty-two countries, organized in 1926 to pro- 
mote international uniformity in national standards 
where this proves to be desirable and practicable. 

Industrial standardization as a national movement in 
the different countries started in the manufacturing in- 
dustries and more particularly, in the mechanical field. 
The machine builder’s job comprises a great deal of 
co-ordination of parts required to fit together into a har- 
moniously working unit. And while a human organiza- 
tion cannot be made to operate with the same accuracy 
as a mechanism, yet the standardizer has learned much 
from the machine designer. Specifying tolerances 
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small enough to secure proper functioning of the 
mechanism, yet so large as to leave maximum possible 
freedom, is a case in point. The principle involved ap- 
plies to co-operation between machine parts as well as 
between human beings. 


The Three-Phase Plan of Organization 

A company planning to organize its standardization 
work, but having no experience in this field, will prob- 
ably need expert advice. In such a case, the following 
three-phase plan has been found to be effective in prac- 
tice: 

(1) A survey is made of the company’s need of 
standards ; 

(2) While a Standards Committee and a Standards 
Department are being organized, the work on standards 
is actively started. This serves the double purpose of 
producing standards for the company and of training its 
staff in the technique of setting them up; 

(3) Supervision of the work by the consultant until 
such time as the new Standards Department has ac- 
quired the necessary experience. 


Cost of Standardization 

There is ample evidence to show that standardization, 
soundly applied, pays handsome dividends. The entire 
annual cost of the work may be repaid by only a few of 
the standards developed. It is well to emphasize this 
because every executive will weigh the matter of ex- 
pense. Yet, many benefits yielded by standardization 
are more important than the savings measured in terms 
of dollars. I refer to the time and effort saved in doing 
work and the better spirit created in the entire organiza- 
tion because standards give a clear and complete state- 
ment of everybody’s duties and responsibilities. “Esprit 
de corps” can thrive only on a basis of sound mana- 
gerial standards. 


Conclusion 

We have dealt here with only a few aspects of the 
vast problem of industrial standardization. In promot- 
ing the use of the automatic pilot of management, our 
Society can render a great service. However, the sub- 
ject is a relatively new one and the SAM division on 
Standardization needs the help of all of you. Let us 
keep in mind Kipling’s words which have special sig- 
nificance here: 


“It ain’t the individual, nor the army as a whole— 
But the everlasting teamwork of every blooming soul.” 
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What’s Wrong with Accounting 


By BILLY E. GOETZ 


Armour Institute of Technology, Chicago 


Y TOPIC is “What’s Wrong With Account- 
ing.” I shall limit myself strictly to this sub- 
ject, avoiding digression as much as possible. 
I shall particularly avoid that related but very different 
topic, “What’s Right With Accounting.” 
I charge accounting and accountants with: 

1. Forgetfulness of objectives. 

2. Grotesquely inaccurate premises. 

3. Blundering logic. 
These are serious charges. After long and careful 
deliberation, I can think of nothing else to charge. Any 
one, if proved, would be fatal; the triad is damning. 
Let us examine the evidence upon which each is based. 


1. Forgetfulness of Objectives 


Accounting serves, or should serve, five major pur- 
poses. First, it provides a systematic method for han- 
dling part of the day-by-day activities of the business 
enterprise. It provides for the expeditious and accurate 
handling of sales orders, for the recording and collect- 
ing of amounts due, for the systematic handling of 
purchase routines, and for the control of the payment 
of the resulting liabilities. In terms of hours of book- 
keeping or of tons of paper, this function of accounting 
bulks larger than all others together. Moreover, it is 
absolutely essential to the operation of the business. 
However, the accountant usually performs this function 
adequately. Further consideration would be a digres- 
sion most particularly to be avoided. 

Second, accounting accumulates, classifies, and re- 
ports data according to rules imposed by governments. 
It suffices here merely to cite the income tax, railroad 
accounting under the Interstate Commerce Commis- 
sion, the rules of the various state utility commissions, 
reports filed with the Securities Exchange Commission, 
etc. The accountant interprets and complies with such 
rules reasonably well. Investigation of the rules them- 
selves, of their basis in accounting dogma, and of the 
responsibility of accountants in formulating the rules 
might reveal much that is wrong with accounting. 
However, such an investigation is beyond the preten- 
tions of the present paper. 


1 Paper presented at the meeting of the Chicago Chapter of The 
Society for the Advancement of Management, May 16, 1939. 


Third, accounting prepares reports for credit pur- 
poses. Banks, trade creditors, and the Securities Ex- 
change Commission require reports before a company 
can get credit extended. In many instances the content 
and form of the report is dictated from the outside and 
the company accountant has no choice but to conform. 
He conforms beautifully. Even when the accountant 
is free as to form and content, we must admit that he 
keeps his eye on this purpose of accounting. We may 
deplore his window dressing, as he himself does. We 
may also criticize his premises and his logic, but that is 
reserved for later treatment. Here we must agree that 
his objective is sound and not forgotten. 

Fourth, accounting attempts to keep the equities in- 
volved straight ; to keep track of opposing interests; to 
render unto Caesar that which is Caesar’s. Much of 
this is also legal in nature, as in the determination of 
the legality of dividend payments, or in the liquidation 
of a business under court auspices. Where the com- 
pulsion of law is missing, the accountant engages in a 
wholesale scrapping of the “principles” by which he 
lives. In the voluntary sale of a business, a reorganiza- 
tion or a merger, or the entrance or withdrawal of a 
partner, appraisals and revaluations become the order 
of the day. The accounting “principles,” such as the 
lower of cost or market, or cost minus depreciation, are 
jettisoned ; and the question becomes, “What are these 
things really worth?” We may pity or scorn the prin- 
ciples thus betrayed, but we must admit that the 
accountant has his eye on the ball; his objective is unim- 
peachable, and he has done the only thing possible— 
deserted untenable premises and the conventionalized 
dogma he usually substitutes for logic. 

Fifth, last, least urgent, but yet important, account- 
ing serves as a tool of management. As this is written 
for the Journal of The Society for the Advancement of 
Management, I presume that this is the accounting 
function of most interest to my readers. Certainly, I 
am interested in this aspect of accounting almost to the 
complete exclusion of the other four. After all, I can 
trust the accountant to a very considerable extent with 
the first four; and not at all with the fifth. 

The introductory remarks in many elementary text- 
books on accounting emphasize the managerial function 
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of accounting to the exclusion of the other four func- 
tions. In the balance of the text the managerial 
function is neglected while a machinery of accounts is 
developed which satisfies the first four purposes only. 
Nowhere does an accounting text analyze the problems 
of management or explicitly develop an accounting 
method in terms of the accumulation of data needed by 
management. Accounting texts have been the product 
of public accountants or of teachers trained by public 
accountants. Apparently the first four functions of ac- 
counting have bulked so large in the economy of the 
public accountant, and have been so exacting, that the 
public accountant has never had time (or clients) to be 
interested in accounting as a tool of management. 
Hardly believable, but demonstrably true, this point of 
view has so permeated the profession and the literature 
that private accountants and cost accountants are also 
forgetful of the managerial function of accounting. 

A text which defines accounting as a tool of manage- 
ment logically should go on to outline the objectives, 
problems, and informational needs of management. It 
should develop each of the reports, records, and pro- 
cedures discussed in terms of their contribution to 
management. Management theory runs in terms of 
differential costs and incomes, and of opportunity costs. 
The literature of economics is saturated with these con- 
cepts. But accounting, the child of business, neglects 
them. 

Recently some exceptions have appeared, notably 
Professor Greer’s articie on distribution costs in the 
Journal of Accountancy and Vatter’s concluding chap- 
ter to Neuner’s “Cost Accounting.” The best general 
discussions of the kind of internal data required by 
managements are probably Clark’s “Economics of 
Overhead Costs” and Grant’s “Principles of Engineer- 
ing Economy”—neither well known or adequately ap- 
preciated by accountants or by businessmen. 

The least dogmatic and most reasonable of accounting 
books are probably Canning’s “Economics of Account- 
ancy,” subtitled “A Critical Analysis of Accounting 
Theory,” and Paton’s “Accounting Theory.” While 
different, both are excellent criticisms of the premises 
and logic of accounting in terms of situation and in- 
ternal consistency. Neither attempts a thorough treat- 
ment of the objectives of accounting; nor an appraisal 
of the success of accounting in attaining its objectives. 
Either, excellent as it is, might have been much better 
had its author seen that the most important criticism of 
a tool must be in terms of its job; had its author de- 
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veloped the theory of accounting in terms of managerial 
needs for internal financial data. 

The texts are much more dogmatic and less reason- 
able. Least objectionable on these grounds is Rorem’s 
“Accounting Method.” It joins Canning and Paton in 
insisting on the multiple valued nature of accounting 
truth. Different answers serve different purposes or 
fit different situations. Rorem elaborates this view in 
his next to last chapter, as does Vatter in the last chap- 
ter of Neuner’s “Cost Accounting.” But neither pre- 
sents a systematic discussion of these all important 
purposes. These chapters do emphasize the importance 
of purpose; but have little or no connection with the 
rest of their respective volumes. 

The more standard texts (such as Finney; Kester; 
Taylor and Miller; Lawrence; etc.) are preoccupied 
with machinery, but are little concerned with objectives. 
Finney, for example, carefully explains the calculation 
of numerous financial ratios without the slightest indi- 
cation of the purpose or meaning of any. Typical of 
these texts is a quotation from Taylor and Miller: “A 
most important point, in studying statement analysis, 
is that analysis and evaluation of the facts disclosed 
thereby are two separate functions. The accountant is 
qualified to make the analysis and report the facts. It 
is to be expected that a trained executive will be able 
to evaluate the facts and make important decisions.” 
The two are not separable. The accountant is not qual- 
ified to select, classify, and measure business phenom- 
ena unless he is thoroughly informed as to the nature 
of the issues to be decided. Nor are executives able to 
evaluate such “facts” unless they are conversant with 
the procedures used to ascertain these “facts.” Ac- 
countants generally seem obsessed with the notion that 
there are absolutes ; that they can report “facts” utterly 
independent of situation or purpose. Somewhere I 
have seen a report of a committee of the National As- 
sociation of Cost Accountants claiming for the cost 
accountant the position of final arbiter as to the content 
and methods of cost routines while disclaiming both 
competence and responsibility for interpreting the 
“costs” found in terms of managerial issues. 

We will return to objectives, what they are and how 
they should influence accounting practice, when we 
leave criticism for construction. 
criticism of accounting premises. 


Now we turn to a 


2. Inaccurate Premises 


Orthodox accounting assumes the value of the dollar 
Some writers, Paton and Rorem for 


to be constant. 
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example, make the assumption explicitly. Others leave 
their readers so ignorant that they do not know that 
they do not know. Then trouble comes without warn- 
ing. Graham tells of a shoe merchant, during the war, 
who had agreed with the other merchants of the town 
to avoid profiteering by basing prices on costs with a 
reasonable markup. It seems that at one stage of the 
game the merchant was selling shoes at $6 that had cost 
him $4; and receiving current replacements of similar 
shoes at a cost of $7. So every pair he sold showed a 
bookkeeping profit of $2; and left him with the same 
store and the same stock and $1 less cash. Perhaps 
somebody besides the Internal Revenue Department and 
the more reactionary accountants believe that the mer- 
chant really made a profit on every sale! 

This is by no means an exceptional instance. Dur- 
ing periods of rapidly rising prices, every turnover in- 
cludes a nominal profit due to the falling value of the 
dollar. This appears as a realized profit in the account- 
ing records, something making possible the legal pay- 
ment of dividends. Moreover, assets, stated at cost 
minus depreciation, are carried on the books below their 
current values. The businessman, charged by his stock- 
holders with making a reasonable return on investment, 
finds his profits overstated because of a rising price 
level; and concurrently finds the investment underval- 
ued for the same reason. Profits are divided by 
investment to find the rate of return. The errors multi- 
ply and the rate of return appears magnificent. The 
stockholders, the managers, the law, and the public are 
all deceived by the self-deception of the accountant. 
The business avoids liquidation because everyone agrees 
to the “ploughing back” of the fictitious profits. There 
rises a paean of praise for the wonderfully efficient 
businessmen. If only the government, the schools, and 
the churches were managed by these supermen! Re- 
member the golden twenties. 

There follows a period of falling prices. Every 
turnover involves an apparent loss because dollars are 
increasing in value and becoming harder to get. Real 
assets—land, building, machinery and inventory—may 
increase in amount and quality; the current assets may 
be smaller in dollar amounts, but buy more; still a loss 
appears on the financial statements. Meantime, fixed 
assets added at the peak of the price cycle are carried 
at cost minus depreciation; gross overvaluations in the 
face of depressed conditions. Again the errors multi- 
ply, deceiving stockholders, accountants, and public. 
Managements turn over nearly a hundred percent. 
Everyone damns the businessman. What is needed is 


ADVANCED MANAGEMENT 153 


reform by law. Politicians should interfere with, regu- 
late, even take over business because the businessmen 
appear to have proved a race of hopeless incompetents. 
Consider the thirties. 

These errors are almost omnipresent. Comparative 
financial statements are drawn up without adjustment 
for changes in price levels and with the plain implica- 
tion that the successive years are truly comparable. 
Accountants insist on dating appraisal values shown 
on balance sheets; they do not insist on dating cost 
valuations, as though such values were immutable, 
timeless, true for all eternity. 

A few writers favor periodic revaluation to give ef- 
fect to changes in price levels. One, Sweeney, favors 
complete adjustment of every financial statement. 
Every accountant should read his “Stabilized Account- 
ing’ with care; it is a forewarning of what is to be. 
Practically all statisticians adjust their data for changes 
in price levels. It is semi-automatic with them. How- 
ever, statistics is a newer and more scientific field than 
accounting, less encumbered by a hoary tradition. As 
more college men trained in economics and statistics 
graduate into business, the demand for proper adjust- 
ment of accounting data will accumulate until the re- 
actionary standpat accountant is converted or driven 
from practice. Meantime, surely accounting stands 
convicted of harboring a foolish, mischievous assump- 
tion. 

3. Blundering Logic 

Webster defines “blunder” as: “To make a serious 
error or commit a fault, through ignorance, stupidity, 
over-confidence, or mental confusion.” That impresses 
me as adequately describing the mountain of dogma that 
passes for accounting theory. 

Here, there is no one mountain as in the case of the 
forgotten objective or of the tricky dollar. The evi- 
dence here requires more detailed piling up; here a bad 
analogy, there a non-sequitur, and elsewhere an inter- 
nal inconsistency. I shall avoid repeating the excellent 
criticisms by Canning and Paton; merely incorporating 
them by reference and adding a few observations which 
I think are my own, They probably aren’t, but I have 
lost all trace of their origin. 

Accountants insist that income shall not be antici- 
pated; that savings are not profits. They further in- 
sist that inventories should be carried on the balance 
sheet at the lower of cost or market. Yet discounts on 
purchases are most frequently recorded as non-oper- 
ating income of the period in which payment is made. 
This results in an inventory valuation in excess of its 
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real cost. Surely such discounts habitually taken in the 
ordinary course of business are operating items; and 
surely they are merely savings, if that word has any 
meaning whatever. 

Accounting texts sometimes insist that purchase and 
sales discounts are analogous, and that logical consist- 
ency requires that they be given similar status in the 
financial statements. Obviously, the purchase and sale 
markets, the purposes served by the discounts, the rel- 
ative magnitudes, and the administrative responsibility 
may all be very different. Yet their names are remotely 
similar and so they are analogous. An even more fre- 
quent similar confusion exists between sinking funds 
and sinking fund reserves—again no necessary relation- 
ship, wholly different purposes, and a fictitious analogy 
that causes the two to be locked together, to grow at 
equal rates. 

Accounting texts and audit reports frequently divide 
an increase in dollar sales volume, or of gross profits, 
between the two factors responsible: change in price, 
and change in physical volume. The division is neat, 
complete, and erroneous. Part of the change can be 
definitely assigned to one factor, assuming the other to 
remain constant; another part can be assigned to the 
other factor, assuming the first to remain constant; and 
there will be a remainder due to the concomittant vari- 
ation of the two factors. This remainder disappears if 
either factor remains constant, and consequently can- 
not be logically apportioned. I have never known an 
accountant to be convinced by this reasoning. But they 
have been embarrassed when the years were reversed 
and a new allocation made; wholly different, equally il- 
logical, and accounting exactly for the entire change. 
A similar fallacy is perpetrated in the cost texts when 
a change in manufacturing costs is partly assigned to 
change in unit cost and partly to change in volume. The 
pinnacle was reached by expert accountants when both 
errors occurred in a C. P. A. examination in which the 
candidate was asked to allocate responsibility for a 
change in gross profit between the production and sales 
departments. 

Accountants insist that all liabilities must be shown. 
Yet rarely do financial statements show liability under 
a lease. If the rent is not paid, the landlord has the 
same kind of recourse with much the same results to 
the business as any other creditor if his claim is not 
paid at maturity. Further, while many accountants are 
now insisting on showing the liability attached to a 
purchase commitment, they do not show the liability 
attending sale commitments, which may on occasion be 
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equally dangerous. Thus large and dangerous liabilities 
are habitually omitted from many, if not most, balance 
sheets. 

Specific flaws in particular texts could be cited almost 
indefinitely. As someone once said, “Hurrah, mine 
enemy has written a book.” But it is time we left 
criticism for construction. 

* x * 


Since Frederic W. Taylor, two major divisions of 
management have been recognized: planning and per- 
formance. The informational requirements of manage- 
ment in these two realms are very different; and both 
differ widely from the cold, dead stuff served by ortho- 
dox accounting. Reconstruction in accounting requires 
analysis of the logic of the recording and reporting 
process in terms of each of these broad divisions of 
management. 


Planning 


The objective of planning, relevant to the present 
discussion, is the maximizing of profits. Stated more 
realistically, management seeks to pay the largest pos- 
sible cash returns to the stockholders. From this point 
of view, planning reduces to the imaginative creation 
of many plans, followed by logical selection of a system 
of plans expected to maximize profit. The excellence 
of the created plans depends partly upon the ability of 
the management, and partly upon the range and ac- 
curacy of the information it possesses. Insofar as 
accounting reports fiction as fact, it hinders rather than 
aids the creative faculty. Selection among rival plans 
must consider many factors, not the least important of 
which are anticipated differences in costs and incomes. 
Both as a background for creative planning and as a 
basis for selection, accounting data should be as recent 
as possible to make predictions based thereon as reliable 
as may be. This suggests using market values for in- 
ventories, and replacement values for fixed assets; and 
building a fire under the accountant to obtain data 
currently. Perhaps the completion of January first 
statements in March is based on the principle of the 
autopsy—to help the doctor save his next patient. 

Planning on the basis of cost and income differ- 
ences—here is a strong flavor of differential or marginal 
costs and revenues; of opportunity costs; and of sunk 
or irretrievable investments. The very words are for- 
eign to the average accounting text. Let us consider 
these concepts at work in two practical situations. 

First, a janitor supply house has a distributor con- 
tract with a paper goods manufacturer and another 
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with a producer of floor waxes. The question has been 
raised as to whether each of these contracts is worth 
continuing. Of course, management should consider 
many marketing aspects as to which the accounts 
cannot supply adequate data: completeness of line, repu- 
tation with the trade, competitive position, etc. How- 
ever, management should certainly want to know what 
costs and incomes have been associated with each line 
in the past. More particularly, assuming other things 
to remain unchanged or to change in certain antici- 
pated respects, management is interested in predicting 
what cost and income reductions would accompany the 
discontinuance of either line. 

Two instances of cost behavior will illustrate the 
present thesis. The house pays a premium for a few 
hours overtime each week. The management decided 
to charge the full overtime premium to both the paper 
and the wax line, on the ground that if either were 
discontinued overtime premiums would cease. The com- 
pany has excess floor space which it has been unable 
to sublet. Since discontinuance of either or both lines 
would not change the annual rent expense, the manage- 
ment decided not to charge rent to either line. 

The accountant does not allow either “double- 
counting” or omission. His allocations must nicely 
balance the total against the arithmetic sum of its parts. 
Yet in this instance, management must both double- 
count overtime premiums and omit rent. Problems of 
planning are marked by their persistence in requiring 
both double-counting and omission. 

Second, an eastern department store, operating 
Diesel driven generators at capacity, requires addi- 
tional electricity. The management must choose be- 
tween two plans: purchase of the additional power from 
a public utility, or purchase of an additional Diesel- 
generator unit. The cost accountant added charges for 
rent, labor, fuel, supplies, depreciation, repairs, insur- 
ance, and taxes and divided the sum by the number of 
kilowatt-hours produced. This “unit-cost” is slightly 
higher than the public utility rate. However, the man- 
agement eliminated the rent charge as there is space 
adjacent to present equipment and not usable otherwise. 
It also eliminated the labor charge as the present engi- 
neer can take care of the additional equipment with- 
out additional assistance. Moreover, the management 
added a charge for interest on additional investment. 
These changes resulted in a unit cost lower than the 
utility rate. 

The utility salesman supported the accountant and 
lost. He introduced another rival plan: “Buy all the 
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power. That will eliminate the engineer and release 
the whole engine room for other use.” Now manage- 
ment counted the charges for labor and rent but elimi- 
nated depreciation and interest charges on existing 
equipment because its resale value would barely pay the 
cost of removal. Neither salesman nor accountant 
seemed able to understand why the management elimi- 


nated some charges one day and others the next. 


Performance 


Classical economics thoroughly explored the conduct 
of rational entrepreneurs in a competitive, gain-seeking 
society. Consequently, study of price theory is excel- 
lent training for managerial planning. After planning, 
management must execute the plans adopted. Here the 
literature of economics will not help. However, the 
literature of budgetary control has made a beginning. 
McKinsey’s “Budgetary Control,’ old but still good, 
and his “Managerial Accounting” applied Taylor’s prin- 
ciples to accounting. Both stress the setting of stand- 
ards of performance, followed by comparison with 
actual accomplishment. 

Of course, budgets can be used for planning as well 
as for the control of performance. Budgets can be pre- 
pared for each rival system of plans, and the one 
showing the greatest estimated profit adopted. Both ap- 
plications of budgets run into the same general problems: 
the selection of pertinent data, and the assignment of 
magnitudes to the items selected. Clark and Grant have 
solved these problems for planning along the lines indi- 
cated above. The solution for control of performance 
is still uncertain and fragmentary. It is agreed that 
expense budgets should follow the classification of ac- 
counts and both should reflect the operating structure 
of the enterprise. Further, expense items should be 
allocated to departments on a basis of the authority of 
departmental executives over incurring of expenses. In 
practice, however, accounting effort more usually at- 
tempts proration according to the benefits each depart- 
ment is believed to receive. The real nature of the 
problem apparently remains unrecognized. Perhaps an 
illustration will reveal it. 

Assume a manufacturing concern with several de- 
partments. Authority has been decentralized, budgets 
introduced, and bonuses paid for performances better 
than standard with a view to “putting each foreman 
in business for himself.” Following both the prevail- 
ing practice and the cost texts, rent is allocated to de- 
partments on a basis of square feet of floor space, both 








in the budgets and in the cost accounts. Also assume 
that the company has unused floor space. 

The warehouse foreman announces that after days of 
study he had found a way of tiering stock that would 
free 10 percent of his floor area. Think of his reaction 
when the management refuses to adopt his idea because 
of a nominal investment required. It has refused to 
let him cut his costs and earn a fat bonus. Also con- 
sider the time wasted in working out the space saving 
plan. Under such circumstances, and for such a pur- 
pose, rent should not have been included in either the 
budgets or in the so-called actual costs. 

Now consider the handling of overtime premiums by 
the same company after it had had some experience 
with the control of performance by managerial use of 
accounting reports. Assume a repairman maintaining 
equipment in all departments. Should his overtime 
premiums be charged to the department he happens to 
be working for after regular hours? Should they be 
prorated in proportion to the time he spends in each 
department? Should they be thrown into the general 
overhead ? 

A preliminary budget was prepared covering the 
maintenance work required by each department. Over- 
time premiums were indicated. Every hour allotted to 
every department was computed at the overtime rate, 
and the plans reconsidered to eliminate tasks not worth 
the labor cost figured on this basis. When no further 
reductions could be made as a matter of executive 
planning, some overtime was still contemplated. Every 
hour of maintenance time was charged to departmental 
budgets at the full overtime rate, and foremen were 
given credit toward their bonuses at this rate for every 
hour saved. Gradually the foremen found new reduc- 
tions in required maintenance work. These were in- 
corporated into the budgets of subsequent periods. 
Finally the budget called for no overtime maintenance. 
Thereafter each department’s budget was charged at 
the regular hourly rate. Savings were credited toward 
foremen’s bonuses at the regular hourly rate, while 
hours in excess of the budget allowance were charged 
at the overtime rate. Later, when maintenance re- 
quirements were further curtailed and overtime re- 
duced to a remote possibility, the regular hourly rate 
was used for all purposes. 

In this manner, the accounting method adopted first 
enlisted all department heads in the planning problem. 
After this was solved, the accounting procedure em- 
ployed centered all attention on the enforcement of the 
plans adopted. 
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Accounting Methods 


The analysis presented above implies some radical 
departures from established accounting practices. In 
the main, however, such departures would have little 
effect on the keeping of accounting records. Presuma- 
bly they would take the form of adjustments necessary 
for the preparation of a variety of reports each directed 
at a specific managerial problem. Such adjustments 
should generally be made in working papers and not in 
the accounts. In a few instances where a problem is re- 
curring, supplementary records of such adjustments 
may facilitate the preparation of certain periodic reports. 

As a preliminary and necessarily tentative proposal, 
may I suggest the following? First, an objective, his- 
toric record should be maintained, purged of opinion, 
estimate and other subjective data. This “Basic His- 
toric Record” should not be burdened with depreciation 
estimates, adjustments for accruals and deferments, and 
their ilk. These allocations to periods are as arbitrary 
and illogical as the allocations to departments and 
products so severely criticized above. The remaining 
record should be a completely objective record of occur- 
rences. Each transaction should be recorded; stating 
date, what was obtained by the company, what surren- 
dered. In the modern pecuniary society cash, or a 
promise of cash, is usually given or received, thereby 
introducing a measure of financial magnitude. The 
final disposal of an asset is another type of objective 
historic incident which should be recorded in this “Basic 
Historic Record.” 

This record of occurrences supplies a firm an un- 
contaminated point of departure. It also satisfies the 
first listed objectives of accounting. The first departure 
may be in the form of a supplemental record of the 
adjusting entries needed to prepare reports for govern- 
ments according to the rules formulated by the govern- 
ments. This separate supplement would contain all the 
adjusting entries now mixed with the historic data re- 
corded in journals and ledgers. A trial balance of the 
“Basic Historic Record” combined with a trial balance 
of the “Government Supplement” would produce the 
financial statements now prepared by accountants. 
These would, as now, supply a basis for tax reports, 
proof of the legality of dividends, etc. 

A second supplemental record could contain adjust- 
ments for changes in price levels. Combination of the 
trial balances of the “Basic Historic Record,” the “Gov- 
ernment Supplement,” and this second “Creditors 
Supplement,” would provide statements appropriate 
for creditors and stockholders. To avoid confusion 
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naturally attendant upon the introduction of so 
novel a scheme, and to place a check upon fraudulent 
manipulation, creditors and stockholders should receive 
both the set of reports derived from the “Government 
Supplement” and that derived from the “Creditors 
Supplement.” 

A third “Managerial Supplement” may prove desira- 
ble. The number of combinations of data, the double- 
counting and the omissions, the variety of reports 
required by management may make this unfeasible. As- 
suming it is desirable, a further problem arises: should 
it combine directly with the “Basic Historical Record” 
or should one or both other supplements be included? 
This evidently depends upon the appropriateness of the 
usual allocations to accounting periods and of the ad- 
justments made for price changes. In any event, the 
resulting reports would seldom be usable without further 
adjustment to adapt the data to the precise managerial 
problem confronted. 

Many managerial problems involve the acquisition of 
additional equipment; many involve the disposition of 
existing assets. For the first, management needs the 
cost of replacement; for the second, the resale value. 
Both could be shown on the managerial balance sheet, 
just as original cost of acquisition and depreciated book 
value are shown on present balance sheets. 

Income and expense data are needed in such variety 
of combinations, with such a variety of double-counting 
and omission, that here the main requirement is one of 
extreme flexibility. To this end the original data 
should be preserved in readily reclassifiable form. This 
strongly suggests the punching of tabulator cards for 
tools, machines, sales, material requisitions, time tickets, 
etc. Once in this form, the pertinent data can be sorted 
into the most convenient classifications and irrelevant 
data excluded. Problem after problem may require 
special combinations of data, but once the cards are 
punched, subsequent reclassification and preparation of 
special reports for special purposes is relatively quick 
and inexpensive. 


Summary 


The contrast between the orthodox theory of ac- 
counting and costing and the accounting methods and 
principles outlined above tends to prove the preoccu- 
pancy of accountants with the first four objectives, and 
their complete failure to comprehend or to provide for 
managerial needs. The reaction of accounting students, 
of accountants, and even of businessmen indicates that 
the orthodox theory has been hammered home only too 
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well. The use of accounting as a tool of management 
is the forgotten objective of accounting. 

What is needed is more theory, more economics, 
more management, and more flexibility in accounting. 
Objectives should be clearly defined and situations care- 
fully investigated. Problems of planning should be 
resolved in terms of real differences among available 
alternatives. This will require a working knowledge of 
differential costs and incomes, of opportunity costs, and 
of the nature of irretrievable investments. Problems 
of the control of performance should be resolved in 
terms of the ability to control, and in terms of the re- 
sults desired. Present accounting methods are woe- 
fully deficient as aids to the solution of either type of 
managerial problem. 


A reply to Professor Goetz’s article will appear in the 
next issue of ADVANCED MANAGEMENT. 





REVIEWS 


Elements of Modern Economics. By Albert L. Meyers, 
Prentice-Hall, Inc., 1938, pages xi, 363. ($4.00.) 


During the last three or four years, new editions of most of 
the standard elementary economics texts have appeared. These 
revisions have been characterized by attention to current de- 
velopments springing from the “New Deal,” and by the intro- 
duction of material on “Monopolistic Competition.” Usually 
the treatment of New Deal topics is adequate and well inte- 
grated. The discussion of Monopolistic Competition has tended 
(like the discussion of the business cycle) to be segregated in 
a weak chapter giving the impression of a secondary blemish 
marring, in unimportant details, the beauty of the theory of 
perfect competitive equilibria. 

Meyers’ short text is new and different. His is a book on 
basic theory. As such, it omits most of the recent institutional 
changes introduced (sometimes ephemerally) by the New Deal. 
It contains little of the statistical material found in most fresh- 
man texts. But it builds the theory of monopolistic competition 
into the whole body of price theory in an adequate and well- 
integrated manner. 

The result has been a development of a price theory fully as 
rigorous as other elementary texts and much more realistic. 
The major impossibilities of rigorous competitive theory have 
been avoided. Simplifying assumptions are made without 
reducing the description to the level of fantastic caricature. 

Meyers sometimes takes pains to list the assumptions under- 
lying his propositions. This explicit acknowledgment of the 
limits of the truth of his statements is a vast improvement over 
the more usual implicit treatment. Students should be made to 
realize the nature and the limitations of the reasoning developed 
in their texts. Meyers also occasionally lists the courses of 
action open to an individual, and systematically explores each. 
This yields a more satisfactory analysis of economic action than 
any description of the economic functioning of individuals with- 
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out reference to other possible courses of action. The general 
result of Meyers’ technique is to give an impression of math- 
ematical treatment with almost no use of mathematics. The 
method is mathematical, the content is not. The announcement 
of assumptions, and the precision with which these are built 
into propositions is reminiscent of the syllogistic methodology 
employed in geometry. 

As a result, Elements of Modern Economics is an excellent 
book for those who prefer to take their economic theory ration- 
ally rather than emotionally. There is no sob stuff, and little 
ethics in Meyers’ book. It appears especially adapted to en- 
gineers. It is highly logical in form; sentimentalism is min- 
imized; and a generally mathematical form of exposition is 
followed. (The student does not require mathematical back- 
ground. Mathematical aptitude should prove helpful.) 

There are weaknesses of the first magnitude. Many of the 
same errors appear in other elementary texts, but are less glar- 
ing elsewhere since diffuse, loose treatments tend to gloss over 
errors. Meyers’ expository technique does not wobble to the 
point of leaving the student uncertain and confused; nor does 
it submerge errors in a welter of unreconciled opposing points 
of view. The first ten chapters develop the general theory of 
prices. The analysis of company and industry equilibrium is 
excellent; but the chapters fail utterly to give the student any 
notion of approach to general economic equilibrium. The con- 
cepts of substitution, of joint and rival demand and supply, of 
degrees of competition are adequately presented piecemeal, but 
are not co-ordinated into a theory of approach to general 
equilibrium. 

The next five chapters develop the theory of distribution. 
Chapter 11 is a general introductory statement of distribu- 
tion theory; excellent but much too difficult for freshmen. 
Chapter 13 on interest erroneously contradicts Chapter 11 by 
minimizing the importance of marginal productivity in deter- 
mining the return paid to the factors of production. Chapter 14 
on rent, probably because of Meyers’ failure to see the society 
as a whole, falls into the error of consumers’ and producers’ 
surpluses. Such apparent surpluses disappear when due con- 
sideration is given the interconnections among prices. Chapter 
15 on profits is good. It follows from and builds upon the 
exposition of price theory, instead of the vacillating, unconvinc- 
ing treatment usually accorded profits. 

The rule followed by Meyers in selecting material for the 
last seven chapters is rather vague. Much that has become 
practically standard among introductory texts has been omitted; 
€.g., economic aspects of taxation, monopoly and governmental 
regulation, alternate forms of economic organization of society. 
The treatment of the topics included tends to be either very good 
or bad. Chapter 16 on the capitalization of income is anemic. 
Chapters 17 and 18 on banking and money (extraordinary se- 
quence!) are excellent except for the rather silly attack on the 
validity of the concept of a general price level. Surely Meyers 
must have a greater appreciation of the meaning of averages 
and of the theory of statistical sampling than is revealed in 
Chapter 18. After all, “Modern Economics” has a strong 
tendency to run to statistics. Having denied all validity to 
price indices, he elaborately, and excellently, explains the me- 
chanical processes bringing about increases and decreases in 
general price levels. 

Chapters 19 and 20 on interregional trade and foreign ex- 
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change are also excellent except for Meyers’ reluctance to treat 
exchange rates in terms of fiat currencies. Meyers’ emphasis 
on gold currencies does not fit a book on “Modern” Economics. 

Chapter 21 on unemployment begins well but runs into loose- 
ness in the conclusions on cures and relief. Chapter 22 on the 
business cycle fails to give the beginner an adequate picture 
of a business cycle. It is focused exclusively on causes, ex- 
plaining “why” in terms of the theory developed in earlier 
chapters. The chapter is above the rather low standard of 
performance generally attained on this topic. 

There are neither bibliography, questions, or problems ac- 
companying the text. The text is splendidly adapted to the 
problem method. This reviewer looks forward to a next edi- 
tion in which the errors noted above will be corrected and in 
which an adequate supply of questions and problems will ap- 
pear. Reviewed by Bitty E. Goetz, Instructor, Armour Insti- 
tute of Technology, Chicago. 


The Human Factor in Business, Further Experiments 
in Industrial Democracy. By B. Seebohm Rown- 
tree, Longmans, Green & Company, London, New 


York and Toronto, 1938, pages xviii, 244. ($1.75.) 


Numerous changes, extensions, and developments have fea- 
tured the personnel program of Rowntree’s Cocoa Works since 
the first edition of this book appeared in 1921, and the present 
volume is essentially a highly entertaining and, at the same 
time, a most stimulating report of progress. 

As a result of his long experience as labor director, the au- 
thor evidences an impressive perspective in his descriptions and 
discussions of personnel policies and practises. He regards as 
especially significant the changes in workers’ attitudes in the 
period since the World War. Particularly notable are two emerg- 
ing labor viewpoints, one a deep-seated desire to participate in 
a more democratic administration of industry, the other a grow- 
ing inclination to question the efficiency of private ownership 
of productive resources. He is of the opinion, however, that 
experience in the Cocoa Works is demonstrating that demo- 
cratic administration is entirely feasible and that employes can 
participate as co-operators rather than servants. Further, he 
believes that the system of private ownership can be made to 
serve the interests of employes and of the community as a whole 
at least as efficiently as could any socialistic rearrangement. 

His conclusions on these two major issues are based upon 
the experimentation carried on in this extensive industrial plant, 
and the book describes this laboratory in detail. Attention is 
directed to the comprehensive arrangements for employe rep- 
resentation and co-operation with independent unions, to the 
democratic derivation of work rules and the similarly critical 
selection of “overlookers,” to the joint determination of wage 
rates, to the provision of arrangements supplementing public 
old age, sickness, and disability benefits, to the rearrangement 
of working hours, and to the formulation of a comprehensive 
program of selection, training, and labor maintenance and the 
resulting reduction in labor turnover. Concluding chapters de- 
scribe in detail numerous adjustments in physical facilities that 
have been found to contribute to over-all labor efficiency and 
satisfaction and summarize the author’s conclusions as to the 
effectiveness of each of these major developments. There is, 
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in addition, a lengthy appendix, in which further detailed speci- 
fications of various elements in the program are presented. 

The present volume represents a case-study of unexcelled 
yalue, one that should be carefully read by every executive who 
is amenable to suggestions for change and who can stand a bar- 
rage of stimulating ideas. It should be included on the com- 
pulsory reading list of every student in contemporary industrial 
relations. Not that it is to be accepted in toto as gospel; it has 
spots in which serious question may be raised, as, for instance, 
that in which the author disposes lightly of the possible effects 
of further hour reductions on labor costs. But it is a timely, 
authoritative, and challenging description of research on modern 
management’s number one problem. Reviewed by DALE Yooner, 
Professor of Economics and Industrial Relations, University of 
Minnesota, Minneapolis. 


Applied Time and Motion Study. By Walter G. 
Holmes, The Ronald Press Company, New York, 
1938, pages xii, 335. ($3.75.) 


Compiling a book of the character being reviewed entails a 
tremendous amount of hard work on the part of the author, 
when he delves as deeply into minute details as has Mr. Holmes, 
that for one who cannot do likewise it becomes very difficult to 
do the author justice in a necessarily short review. 

However, the impression is that he has tried to provide for 
every contingency that may arise, leaving little or nothing for 
the reader to develop for himself, even to mathematical for- 
mulze covering every kind of efficiency, etc. likely to be of any 
interest. 

Time Study (the use of the expression always implied Mo- 
tion Study on the part of the early management engineers) was 
first used in machine shops of Steel Plants. In such shops, 
machining time constitutes the major portion of any time set in 
which to perform a machine operation, while the manual time 
of the operator is the minor portion. Therefore, to go any 
deeper into Motion Study than to consider the elementary mo- 
tions necessary to get a machine or tool ready to do work would 
have been uneconomically sound. It would not have profited 
anyone to have studied deeply into the various Body Member 
Movements and Sense Re-actions of the operator concerned. 
Such minor motions as Finger Movements were of no interest 
whatsoever. Besides, no two operators are identical, there are 
slow, medium fast, fast, extraordinarily fast and expert opera- 
tors. Because of the great variation in ability, a standard time 
determined by time study (and motion study) of a, preferably, 
fast operator has to be adjusted to the “average” operator by 
adding an “allowance” for his lesser ability at any rate. So 
what would it profit an analyst to make “over 1000 observa- 
tions to determine a time to 4 decimal places.” 

To my knowledge, there has been no occasion in the work 
done in various industries by Dr. Taylor, Mr. Carl G. Barth or 
other members of the original Taylor group of Scientific Man- 
agement exponents, to delve into such minute details of Motion 
Study as has Mr. Holmes, though such studies may be very in- 
teresting from a purely scientific point of view. None of our 
work would have warranted the expense involved. It would 
have been suicidal to have attempted such studies. It would 
have seemed like “squeezing the last drop of blood” out of the 
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operator. When management reaches that state, there will be 
some excuse for not employing operators over 40. 

To review a work of this sort is fraught with great danger 
of becoming a mere criticism; for, naturally, one cannot agree 
with all that the author writes. First, because of the different 
schools of thought on the subject; second, because of the aims, 
disposition and background (education and experience) of its 
exponents; third, because of the lack of a standard nomencla- 
ture, which causes differences in interpretation and understand- 
ing. 

This book seems to indicate, as so many books on the subject 
do, an unfamiliarity with the origin and early history of scien- 
tific management, of which Motion and Time Study are only 
an important part, though not the most important part. 

To quote from the preface of the book, “Time and Motion 
Study, perhaps because of their different origins, were looked 
upon in the early days of industrial management as distinct 
mechanisms, each in its own idea-tight compartment. In this 
book, however, these two management devices are combined into 
a unified whole, as they have been in the author’s practice, for 
one is an essential preliminary of the other. Hence the title 
“Applied Time and Motion Study.” 

Motion Study and Time Study, as a united whole, are not 
new, nor are their origins different, as implied by the author; 
the two go hand in hand. However, motion study can be done 
without time study; but true time study would be unprofitable, 
not to say ridiculous, without motion study. 

In Time Study for Rate Setting, published in 1919, Mr. D. V. 
Merrick writes, “The beginnings of time study date back to 
1881, when Taylor was foreman of the machine shop of the 
Midvale Steel Company of Philadelphia. He recognized that 
it would be more accurate to time each element of the various 
kinds of work to be done with a stop-watch, and then find the 
quickest time in which each job could be done, by summing up 
the total times of its component operations and adding a reason- 
able percentage of allowance, than to search through records of 
former jobs as a guide in judging of the proper time and price.” 

Again, Mr. Carl G. Barth writes in the Foreword to Mr. 
Merrick’s book; “New ideas always slowly find their way into 
popular favor. Unfortunately, some ideas while thus slow in 
getting under way, once they have taken root, spread further 
and faster than they can be properly assimilated by their 
votaries. 

“A striking example of this is the idea of ‘unit-time-studying’ 
the various classes of human labor performed in the industries, 
in the manner first suggested and practiced by the late Dr. 
Frederick W. Taylor, now generally recognized as the Father 
of Scientific Management, of which form of management unit- 
time study forms such an important element that managers and 
other executives, quite generally, have lost sight of other ele- 
ments that are even more important, for, without these as a 
foundation, proper time studies to be used as a basis of equi- 
table rate setting are impossible.” 

Continuing, “The importance that Dr. Taylor placed on time 
study is further emphasized by his statement that his object in 
writing his book, ‘Shop Management,’ was to call attention to 
this mechanism of management, and make sure that it should 
receive the consideration it deserves. In fact, on 52 pages of 
that book there are references to time study, and on page 58 is 
this paragraph: ‘The writer most sincerely trusts that his lead- 
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ing object in writing this book will not be overlooked, and that 
scientific time study will receive the attention it deserves.’ 

“Since that time the idea has spread much more rapidly than 
has an adequate realization of the difficulties that are connected 
with the making of time studies, and also of those that confront 
the person himself who undertakes to put time studies over in 
a shop; so that a great deal that is attempted along these lines 
miscarries in whole or in part. First of all, the mistake is only 
too often made of sailing into time studies before the shop 
equipment and methods have been properly standardized; and 
second the mistake is made of supposing that a man of merely 
clerical experience provided with a stop-watch, can either on 
his own initiative make usable time studies, or may readily and 
quickly be taught how. However, this is far from the case, for 
time studies cannot be separated from motion studies, and mo- 
tion studies cannot be made by a person who does not fully 
appreciate the purpose of the motions made by the operator he 
observes. Where a machine is involved he must also understand 
that machine, and the difference between its correct and incor- 
rect operation and manipulation in every detail. 

“He must also be able, promptly, to size up an operator as to 
his standing in his class, as to slow, medium fast, fast, or ex- 
traordinarily fast and expert. With this ability he can, after 
gaining sufficient experience, with almost equal satisfaction 
arrive at correct minimum unit times for equitable rate setting, 
no matter what grade of operator he may observe. However, 
it is at all times easiest and best to make observations on a first 
class, but not extraordinarily expert operator.” 

And further, I quote from “Time Standards from Standard 
Data” by Phil Carroll, Jr., a paper read before the Annual 
Meeting of The Society for the Advancement of Management, 
December 9, 1938, in which Mr. Carroll quotes from Factory 
and Industrial Management, an editorial entitled “Prostituting 
Time Study” as follows: “When time study has sunk so low 
that any clerk can do it and use it exclusively for purposes of 
rate setting, it is time to call a halt. Time study has a higher 
purpose.” 

Continuing, Mr. Carroll writes, “One of the higher purposes 
of time study is to build standard data. This procedure is nec- 
essary to insure consistent standards, economically established 
to provide both incentive and management controls. A much 
higher type of engineering effort is required than the clerk 
mentioned in the editorial can ever attempt.” Reviewed by 
J. Curist1an Bartu, Philadelphia. 
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A Chance for Everybody: A Liberal Basis for the Or- 
ganization of Work. By Hyacinthe Dubreuil, 


Translated by R. J. Mackay, Chatto and Windus, 
London, 1939, pages xvi, 270. 


(7s.6d. ) 


M. Dubreuil, out of his long experience as a skilled worker 
and trade unionist, has written with Gallic philosophy and lu- 
cidity a plea for the system which his translator, Mr. R. J. 
Mackay, the British management consultant, calls “Self-Man- 
aging Workmen’s Teams.” Both the author and translator are 
respected members of the S.A.M. 

The scheme involves: (a) the free recruitment of workers 
by their own collective organizations, taking the form of in- 
ternally self-governing co-operative teams (numbering not more 
than, say, thirty) which (b) contract collectively for specified 
work at an agreed price, (c) choose their own leaders, and 
organize the execution of the work in their own way; and (d) 
share among themselves in their own way the total price for 
work done. 

M. Dubreuil builds up his case by careful argument. The 
roots of his ideas are admittedly in the experiments of Fourier 
and Godin. He is at his best—with real emotional power—in 
painting the horrors of the life without hope or joy of the 
worker deprived of creative release in his work; and he seems 
on firm ground in urging that the remedy can best be sought in 
the work-shop, not on the hustings. He is able, too, to point to 
the successful use of his system by the printing crafts in Paris, 
in a bakery in Caudry, France, and—to prove that it can be 
used among unskilled workers—by the “redcaps” in the Paris 
railroad stations. 

Altogether M. Dubreuil’s plausible presentation—which shows 
a profound understanding of industrial psychology—makes one 
wonder why his scheme is not more universally adopted. It is 
rather hard to see how it could be applied in a great mass-pro- 
duction industry with assembly-line methods of organization. 
Yet we know M. Dubreuil is familiar with this problem because 
it was as a result of his visit to the United States that he com- 
pleted his previous work Robots or Men (Reviewed in the Bul- 
letin of the Taylor Society, June, 1930). As I read the book, I 
could not help thinking of another great reformer, who wrote 
with passion and human understanding, whose proposals have 
never been successfully controverted, yet whose scheme has had 
only meager acceptance: Henry George. Is M. Dubreuil to suf- 
fer his fate? Reviewed by CHartes S. AscHER, Secretary, 
Committee on Public Administration of the Social Science Re- 
search Council, New York. 
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The Society for the Advancement of Management 


WHAT IT IS 


The Society for the Advancement of Management is a merger of the Taylor Society, Inc., founded in 1912, and 
The Society of Industrial Engineers, Inc., founded in 1917. It was formed in February, 1936, to unite the activities of 
both organizations. Both societies from the beginning had approximately the same aims and purposes although their 
emphasis and forms of organization differed. In order to avoid duplication of effort and to strengthen and extend ac- 
tivities, both societies voted to combine the memberships and resources into a new society under the present name. 


The Society functions both through its national office and through local chapters and student branches in cities and 
universities in the United States and abroad. 


The central office, through the national Board of Directors, is responsible for the determination and execution of 
major policies. It publishes ADVANCED MANAGEMENT and MANAGEMENT SUPPLEMENTS; conducts an 


annual conference; and its facilities are available for information service, employment service, library, and assistance 
to local chapters. 


The local chapters and student branches enjoy substantial autonomy in their organization and conduct. They serve 
members through their frequent educational meetings, intensive training courses, and through the professional contacts 


they afford for acquaintance with other members. Membership in the national organization carries with it the privilege 
of affiliation with a local group. 


The Society includes in its membership persons holding positions in practically every phase of management. Among 
the members will be found Directors, Presidents, Sales Managers, Comptrollers, Factory Managers, Purchasing Agents, 
Economists, Statisticians, Engineers, Production Managers, Industrial Engineers, Personnel Managers, Methods Men, 


Social Workers, those engaged in directing various governmental establishments, Research Workers, Professors, Stu- 
dents, Department Heads. 


HOW IT WORKS 


The major activities of the Society are carried on under the four divisions outlined below: 


Meetings: The annual conference of the national society provides a forum for distinguished contributions related to re- 
cent management thought and advances in management experience. 
Regional conferences are held to supplement and re-enforce the annual conference. 


The meetings of local chapters and of student branches supply a more intimate interchange of local experience in 
new management developments. 


Publications: The Society publishes ADVANCED MANAGEMENT and MANAGEMENT SUPPLEMENTS which 


constitute by common consent one of the most important reference sources of new management material available in 
this country in periodical form, 


Committee Work: The Society aims to promote study in fields related to specialized management functions. The mem- 
bership of committees is selected from the entire membership with a view to focusing outstanding creative contributions 


which are subsequently publicized. In the local field the chapters undertake researches and reports into problems of 
special interest. 


Information and Employment Service: The files and library of the Society at the national headquarters contain much 
historical and useful information which is available to members. The Society keeps in contact with other scientific 
organizations and with other management groups in all parts of the world through an exchange of publications. 

The Society keeps on file a record of positions and personnel available and aims to establish contacts of mutual 
benefit to employers and employes. 


The Society aids students of management by arranging for plant inspection trips and helping with the securing of 
prominent speakers. 


PURPOSES 


The purposes of this Society are, through research, discussion, publication and other appropriate means: 


1. To forward the elimination of waste and the development of efficiency through the study and application of sci- 
entific principles and methods of management. 


2. To bring about a better understanding of the mutual interests of government, management, investors, labor and 
the public in improved management. 


3. To provide means whereby executives, engineers, teachers, public officials and others concerned, who apply sci- 
entific methods to management problems, may promote this common interest. 


4. To inspire in labor, manager and employer a constant adherence to the highest ethical conception of individual 
and collective social responsibility. 

















